
ANSWERS TO QUESTIONS 

SET AT 

The Indian Institute 

OF 

Banker’s Examinations 


PART II 

( VOLUME II ) 

(Revised, Enlarged and Up-to-date ) 


BY 

L R. SUNEJA B. A. (Hons). 

G D A. (Hons) Cert A I I. B (With Disfinchon), 
Cert A I B (London), F R Econ 5 (London) 


COMMERCIAL BOOK CO. 

NEW DELHI. ' 

This is from Popular Book D^pot Bombay 7. 



Published by 
S. R. SUNEJA 
of Commercial Book Co 


New Delhi 


Eighth Edition 


, ; Printed by 
'ndraprasfha Printing Press 
Queens Road 
Delhi 



PREFACE TO TEE SfXTII EDIT [ON. 


This hook was conceived and published for the benefit 
of candidates taking up examinations of the Indian 
Institute of Rankers. It ocoured to me that they were 
in need of a book which served as a guide and which 
furthermore, was presented in as concise a manner as 
was compatible with clear understanding The continued 
and growing demand for the book indicated that such a 
need did exist and that this boob met it to some extent. 

In this edition I have once again taken the opportu- 
nity to revise and to rewrite some parts of the book in 
the light of changes which have recently happened in 
economic conditions. I have done this both m order to 
bring it uptodate and because I am in hope that it may 
now staDd for some time without needing further revision. 

A work of this nature was difficult to be compiled 
without continual reference to the recognised authonties 
and to many standard taxt books. My acknowledgement 
is due and is hereby accorded to all of them. 

The partition of the country brought untold sufferings 
upon millions of human beings who had to move from one 
Dominion to the other and I was one of the innumerable 
sufferers. The book has been published under great 
handicaps and I owe apology to the leader for all its 
shortcomings 


NEW DELHI. 
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, Lutioh ] — Institute a comparison between the Reserve 
Pank of India and the Bank of England 

Antuer 1 — The Reserve Bank of India and the Bank of 
England both aie shareholders’ banks 

2 Both are the creation of special legislative enact- 
ments and are not subject to the provisions of Joint Stock 
Companies Act of their respective countries. 

3 Both the banks are Central Banking institutions 
and act as bankers’ banks 

4 Both act as hankers to their respective Governments 
and manage the Public Debts. 

5 Both have the monopoly of note issue 

6 Just as the hank of England is the pivot of the 
London Money Market so is the Reserve Bank of India of the 
Indian Money Market, Their position as % the holders of the 
nations’ ultimate cash reserves give them a pre-eminent 
importance and enables them to exercise a great influence on 
the rates of interest charged on the markets and in their 
respective countries generally for loans of money 

7. In both the Banks, there are two separate depart- 
ments— the Issue Department and the Banking-Department 
— and both the banks are [required by law to publish certain 
weekly returns 

Question 2 . — Suggest some measures ,t6 scale down the 
permanent debt of the Indian Agriculturist, 

Amwer —The Indian peasants are over head [and ears m 
debt. The Central Banking Enquiry Committee estimated 
that the total agricultural indebtedness of the British Indian 
Provinces was in the neighbourhood of Rs 900 crores. 
Indebtedness is no new thing m India. There was much debt 
even in pre-British period but it is an admitted fact that rural 
debt has shown an alarming increase during the British rule, 
especially m recent years. There are very many reasons that 
have been responsible for this indebtedness Past indebtedness 
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necessitating fresh borrowing owing to the high rates of 
interest charged, small size of holding making it impossible 
for a cultivator to live withm his small income without getting 
into debt, constantly recurring losses of cattle from draught 
and disease, cultivators’ excessive love of litigation and ex- 
travagance in expendrtu-e upon marriage and other domestic 
ceremonies, his improvidence and purchase of land at high 
rentals during boom periods, the decline of the cottage 
industries depriving ryot of an income through a 
subsidiary occupation in the off-season, the heaviness of land 
revenue and the rigidity of its collection, the modern change 
m the cultivators position and the facility of borrowing are a 
few of the causes of agricultural indebtedness To sum up, 
the causes of rural debt resolve themselves into two mam 
classes those that corr- -pel “the agriculturist to borrow and those 
that emble him to borrow His necessities drive him to the 
money-lender and his credit enables him to borrow Onfce 
caught m this whirlpool of debt he is sucked down towards 
the bottom and is never able to keep his head above water 

li is not, however, so much the volume of indebtedness 
which gives cause for anxiety as the fact that the greater part 
of the debt is unproductive and carries heavy rates of interest 
Furthermore the real problem of agricultural indebtedness 
not how to avoid debt in future but how to scale down the 
permanent standing or prior debt The strengthening and 
expanding of the co-operative organisation and controlling 
u=uar\ hi legislative acts are, no doubt, the potent remedies 
for arresting the future growth of unproductive debt But 
the liquidation of the standing indebtedness present an 
altogether different problem It has to be remembered that 
in majority of the cases this chronic debt is inherited We 
find children born m debt and making every feasible effort 
to pai the debt of the fathers and forefathers This social 
tradition and the custom of succeeding generations acknow- 
ledging and paying the debts of forefathers have been 
exalted into a legal doctrine of the pious obligation to pay an 
ancestor’s d ebts, enforceable m Courts of Law Even when 
no a«ets pa=s and debts are not legally inherited, the debt is 
gcntrallj- treated by the son or the heir as a debt of honour 
b\ foicc of tradition 

The enh facility which is now available . to the agricul- 
turist for redeeming his standing debt, apart from one 
money-lender to repay another, is supplied bv the co-opera- 
tive credit organisation But these credit societies are not 
a suitable agency for supplying long-term credit to the agn- 
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oultunste and assisting him in the redemption of prior debt. 
Nevertheless, valuable work in redeeming the standing debt 
of the agriculturist can be done by oo-operative land mortgage 
banks in localities whei e they exist and the further establish- 
ment of these banks should be encouraged where there is a 
reasonable prospect of their working successfully having 
iegard to all the local conditions In order,- however, to 
satisfy the ciedit requirements of the large class of agri- 
culturists who are outside the co-operative movement and to 
provide for substantial loans to big landlords, provincial land 
mortgage banks on a joint stock basis will be necessary 
Another method by which the problem can be tackled is by 
bringing about conciliation between debtors and creditors 
with the object of securing a composition of the standing 
debt The Central Banking Enquiry Committee opined that 
the most effective remedy will be found in the pursuit by 
the local Governments of a vigorous pohcy of debt Conci- 
liation on a voluntary basis The Committee also suggested 
that m view of the importance of the subject, the Govern- 
ment concerned should explore the possibility and desir- 
ability of undertaking other legislation to secure the settle- 
ment of debts on a compulsory basis. 

Question 3 — Show bow the import of foreign goods has 
affected the rural economy of India 2 

Answer — Amongst the effects on Indian Ecbnomie condi- 
tions of the increased imports of manufactured goods, the most 
serious are those produced on the rural industries of the count- 
ues Many cottage industries which provided means of 
livelihood to thousands of the poor labourers and also afforded 
opportunities to the agricultural labour to and to their scanty 
income derived through agriculture have died Handloom indus- 
try, once a leading industry m the country has practically died 
out owing to the influx of machine made cotton goods, imposed 
of hrass-sheets have reduced the demand for brass founders, 
dyeing industry is m a decaying conditions because of the 
competition with synthetic dves On the whole, cottage 
industries which had attamed a considerable magnitude a 
century ago and which were capable of supplying not only the 
wants of the people hut also of exporting their products to 
meet a heavy foreign demand have lost their former ascendency 
The loss of industrial occupations has been followed by an 
extraordinary demand for land, this land-hunger has resulted 
m the fragmentation and sub-division of agricultural holdings 
till many of them have become uneconomic and those who 
cultivate them have become involved m debt, -The supplement- 



4 


ECONOMICS 


ary income from handloom weaving and other occupations which 
might otherwise have enabled the cultivators to avoid falling 
into the hands of the moneylender is no longer readily available 
Thus, there has been a great increase in the agrarian debt of 
our country. 

, Question 4 — Given the necessary fiscal autonomy what 
should be the policy of the Government of India, Free-trade, 
Imperial preference or Protection 

Antvxr — The Great War has dislodged free trade from 
her stronghold and almost all countries have become protec- 
tionists To protect their infant • industries and to make 
themselves self-sufficient, all leading nations of the world have 
set up huge tariff barriers against the imports of foreign manu- 
factures England, once a great supporter of Free trade, has 
converted herself into a protectionist Under such circum- 
stances India will be taking a wrong step if it adopted a 
policy which other nations are gradually abandoning India 
is passing from the state of agriculture to one of industry, 
her industries are still infant and, m consequence, will be 
driven to wall if the well-established and gigantic industries 
of the world are allowed to compete ^ India has natural 
advantages for the production of certain commodities but she 
cannot take to industrialization unless Bhe is helped by the 
Government Free Trade cannot be adopted by India m her 
present state of industrial development 

Imperial preference means nothing more than a differ- 
ential treatment to be accorded to the countries within the 
British Empire so far as the international trade is concerned 
The object is to turn the whole British Empire into a self- 
sufficient unit free from any economic subjection The 
scheme suggests the adoption of free trade policy within the 
Empire and recommends the inter-change of commodities 
between different parts without any duty or with only a 
nominal duty hut a different sort of treatment should be 
accorded to foreigners 

If India adopts this scheme, she will have to impose 
heavier duties upon manufactured commodities that are 
imported from foreign countries with the result that the price 
of these commodities will rise. The consumers of these 
articles will suffer In the second place, the imposition of such 
hcavici duties upon foreign goods may give rise to retaliation 
and the foreigners may restrict the importation of Indian 
goods into their own countries India exports raw material 
and foodstuffs which are m great demand m countries other 
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than those included iji the British Empire. India has very ' 
little trade with Empire countries (excepting England), and 
she has not much to gain by adopting the 'scheme of Imperial 
Preference Again, there are articles of export m which she 
has her competitors within the Empire — Australia, Canada, 
New Zealand etc , — and she will derive little or no benefit from 
the exportation of those articles. She will on the one hand 
lose her outside markets and, on the other will, have to face 
competition from other Empire countries m a market limited 
to the Empire 

As regards imports, the adoption of the scheme will 
senously affect the infant industries of India Preference 
will be equivalent to the grant of bounty to the British 
manufacturer at the expense of the Indian consumer It will not 
be possible for the indigenous industries to compete with 
British manufactures and the country as a whole will suffer 
It is needless here to add that India will lose a part of her 
customs revenue by restricting imports from foreign countries 
by the imposition of heavy taxes Considering all these factors 
it is not unsafe to oonclude that India cannot expect to gain 
much if she adopts Imperial Preference We may assert that 
the panacea of all the industrial and economic ills of India 
lies m protection The present miserable condition of India 
is due to her absolute dependence upon agriculture and her 
economic prosperity cannot be ensured unless and until there 
has been a diversification of industry The Fiscal commission 
held the opinion that "the industrial development of India 
has not been commensurate with the size of country, it* 
population and its nutural resources v and that a considerable 
development of Indian Industries would be very much to the 
advantage of the country as a whole ” This development 
cannot he effected without the Government protecting infant 
industries by imposing protective duties upon foreign comp© - 
tition India does not need out and out protection Those 
Industries in which India has no chance of suocess may not be 
protected for it will be baneful to the interest of the country 
if such industries are protected There are, however, industries 
m which it has certain natural advantages and these ultimately 
flourish if protection is granted to them during their infant 
stage Thus we come to the policy Jof discriminating protection 
recommended by the Fiscal Commission This suggests the 
extension of protection to industries which possess natural 
advantages showing possibility of their development in 
future India requires some great stimulus to shake off the 
conservatism of capital and labour and this can be done by 
Protection Alone Protection will also benefit agriculture m. 
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many ways India would have a steady home market for her 
raw materials; pressure on the produce of lanii would be reduced 
and the rise m agricultural wages will compensate the labourers 
for mcrease costs they will have to pay for protected articles 

But the conditions have now changed India has acquired 
mdependence In the past industrial development m the 
country was hindered by a wrong tariff policy of the Govern- 
ment. Our tariff policy has never been national It continued 
to be dominated by foreign commercial interests. All this 
must end now m case we want to develop the eountiy indus- 
trially Our final pokey needs to be reconditioned so as to 
emt our special requirements. 


In this connection there are some points which should 
receive our consideration In the first place, the formula of 
discrminatmg protection needs to be replaced by a more 
liberal and straightforward formula This is necessary because 
of the infant character of our country What should weigh 
-with us while formulating a scheme of industrial protection is 
the ‘infant country’ and not ‘infant industry’,, argument 
Secondly, itB application must be made m a comprehensive 
manner So far the application has heen m a very haphazard and 
piecemeal fashion Finally, the tariff machmeryiand the procedure 
for -protection also need drastic changes The Indian Tariff 
-Boaid should be a permanent body with statutory powers 
Its constitution and functions should be such as to enable it 
■to, act quickly and effectively It should make a continuous 
study of tariff changes, commercial treaties, trade movements, 
and prices m the world, especially those m which India is 
interested In the light of these, it should suggest suitable 
changes m the Indian Tanffy policy, if and when considered 
necessary To enable it to, cairy out these varied but highly 
essential functions, it is necessary that the Board should have 
lull discretion in the performance of its duties 


We must also adopt a clear attitude towards the demand 

tie and a demaDd 'which is based on 

werable plea that a world economy built on an 

tothTlT rat k er a contractaonist outlook on trade is 

an , the for a11 countries India should develop 

anv reaTonp W a ° UtIo t ok * n economic matters and respond to 
wJu P h ma y he made to her for economic 
ant fnrtrot Ea ^°, nB ' But all the same we must 

lion Ours is ^ a °j S °^, our deplorable economic stagna- 

' w . ’ • a backward and ill-balanced economy ' "As such 

we can, in no case, be a party to any concealed version of 
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international Iniasez /we Such a policy might easily suit 
industrially advanced countries like' the US A , but for 
India it would simply result m the perpetuation of the 
existing undeveloped economic structure, India as yet 
has much leeway, to make m regard to economic deve- 
lopment She must, therefore, be given the right to afford 
seasonable protection essential for its industrial development, 
irrespective ot current economic doctrines m industrially 
advanced countries Not to concede to India and other 
backward countries of the world the right to use protective 
devices for developmental purposes will be highly unjust, 
particularly in view of the fact that the USA' and every 
one of the industrially advanced countries have made ample 
and free use of protective tariffs and other devices to promote 
industrial growth throughout their economic history 

Question 5. — Describe 1 the activity and estimate the 
usefulness of the Indian Tariff Board 


Answer — The Indian Tariff Board is the natural result 
of the decision of the Government of India to change the fiscal 
policy and adopt a policy of protection to be applied with 
discrimination This decision was based on the findings of 
the Fiscal Commission that the industrial development of 
India had not been commensurate with the size of the country 
its population and its natural resources and that the fullest 
development must be aimed at by a policy of judicious 
protection The Fiscal Commission also laid down the guiding 
principles of such a policy *nd recommended that a perma- 
nent Tariff Board „e created whose duties will’ be inter aha 
to investigate the claims of particular industries, to protection, 
to watch the operation of the Tariff, and generally to advise 
government and the Legislature m carrying out the policy of 
discriminate protection The Legislative Assembly accepted 

Ua or^ m ^ atI ° nS the , Tanff Board -"'as appointed m 

iZV'h smce , rthas acted as an investigating 

and advismfe body to the Government. 8 

rr.fr Tanf L Boa ' rd examined about fifty cases 

between 1924 and 1939 and as a .result of its 
rewmmendatwnsi protection was extended to a number of 

h d es US " \r ha r° n r d ? eel cotton * su g ar . paper, mat- 
' industries hs™ c ^ em J® als Aided, by protection most of these 
records nmmu lff eat iy deyeloped The table below which 
m ' ^ protected industries; between 1922-23 agid 
1939-40 in terms of production figures, b’eiirs it o ft t. ' 
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Steel 

Cotton 

Sugar 




Ingots 

Piece- 

from 

Matches 


Year 

(thou- 

goods 

Cane 

(Gross in 

Paper 


sand 

(Million 

(thou- 

Lakhs 

(Thousand tons) 


tons). 

Yds) 

sand 






tons) 



1922-23 

131 ’ 

1725 

24 

8 

24 

1939 40 

1070 

4013 

1242 

220 , 

70 


The development of match and sugar industry was so 
rapid that by 1939 the country had become practically self 
sufficient with regard to these two commodities, while partial 
self-sufficiency was reached in case of cotton, pig iron, steel 
and paper , That the protective tariff had a great hand in the 
growth of these industries cannot be denied 

The successes which the protected industries have met 
have strengthened the opinion held m favour of the continuance 
of the Tariff Board It is not fair to belittle the value of this 
small body. It has conferred great many advantages upon the 
country by recommending the case of certain msdustnes to the 
government for protection and thus has indirectly assisted m 
the industrialisation of India The policy pursued by the Tariff 
Board has been amply justified by the results of protection 
granted to the selected industries The protected industries 
have under the aegis of protection, acquired, m a short time a 
position which under free trade, they would never have achieved 
even after labours of a hundred years 

That the tariff machinery has certain inherent defects 
cannot be denied The Indian Tariff Board is an ad hoc body 
constituted from time to time whenever the case of an industry 
for protection comes up for consideration IT or every industry 
a new Tariff Board is appomted This practice of appointing 
different Boards at different times stands m the way of quick 
decisions as every new member would take time to familiarise 
himself with the intricacies of tariff mechanism The members 
due to frequent changes lack width and continuity of experience 
which affects the working of the Board 

Secondly, the functions of the Tariff Board are narrow 
and individualistic Each industry is considered separately and 
its claims to protection are examined without reference to the 
problems of industrialisation as a whole 
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Thirdly, the procedure of protection is also desperately 
slow and too dilatory. An application for protection has to 
pass through several bottlenecks before its fate is finally decided 
by the Government Much time is lost in making references 
backward and forward Such a slow moving machinery can 
little meet the situation on commercial front where rapid 
changes take place The industry may be actually dying but 
no instantaneous relief can be given under the existing 
procedure. 

Thus, the .constitution, 'functions and the procedure of 
the*Tariff Board are not such as to render an effective and 
timely aid to tlie industries 

Question 6 . — Write notes on the following — 

(a) Dumping. 

(h) Laissez Faire. 

(c) Law of Comparative Costs. 

Answer —(a) Dumping — This term means the sale of 
goods in a foreign country at a price much lower than that 
charged m the home market for the same kind and quality 
of goods A firm abroad that enjoys monopolistic or other 
advantages mav charge comparatively high prices m its own 
country, but wishing to secure the advantages of large scale 
production and increasing returns may produce more than us 
absorbed by the home market The surplus may be '‘dumped” 

. m other countries at lower prices than in the country of 
origin and appreciably below the costs in the importing 
countries Frequently, articles may be dumped m a country 
at low prices by foreign organisations in order to drive the 
home producer off the market and as soon as this object is 
achieved price may be raised again, 

(b) Laissez Faire means non-interference by the State in 
economic activities of man The fundamental idea is 
that industry and trade should be allowed to go its own way 
unhampered by State regulation. The modern doctrine of .free 
trade is based on this principle, ' 

_ ® le policy of non-interference has its benefits and evils. 
do far as production is concerned, this policy brought im- 
mense increase smee the producers reaped the benefits them- 
selves, but it resulted m a most inequitable distribution of 
the created wealth among the classes whioh bad contributed 
*° to production It led to the widespread evils of the 
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factory systems, to the sordid exploitation of the works and 
to the terrible oppression of the poorer "classep ' It came to 
hfe acknowledged, therefore, that certain services of grgat 
utility to the community cannot be left to private enterprise 
either because of their magnitude or absence of reward. 
State intervention became necessary and we find once again 
that there are many economic activities initiated and led by 
the State. 

(c) The TTieoiy of Comparative Costs as applied to 
international trade is that each country tends to produce, not t 
necessarily what it can produce more cheaply than an- 
other country, but those articles which it can produce at 
the greatest relative advantage i e , at the lowest comparative 
cost This tendency is usually known as the Law of Com- 
parative Costs, which, as applied to international trade, states 
that a country tends to specialize in those commodities m the 
' production of which it has the greatest comparative advan- 
tage England is the finest dairy country in the world but 
still it relies on Denmark for butter and cheese The answer 
for this paradoxical position is that it pays England better 
to concentrate on manufactures and to obtain much of her 
supplies of butter from Denmark because she thereby obtains 
a greater relative advantage England wants butter and 
Penmark wants machinery England prefers to get the butter 
from Denmark rather than produce it herself because she is 
thpp able to employ her labour and capital in other more pro- 
fitable occupations For the same reason Denmark produces 
butter and buys machinery In the long run, both sides benefit 
by such an arrangement England obtains less 1 costly butter 
apd Denmark less costly machinery and in both countries 
there is an economy of both capital and effort in obtaining 
the same satisfaction From the Law of Comparative Costs, 
if follows that it may he advantageous to a country to import 
something from another country even though she can pro- 
duce it herself more cheaply 

Question 7 — “Imports are paid for by exports ” Discuss. 

Answer . — See answer to Question No 8, Economics, 

1946. 

Question 8 — Explain the position of the Exchange Banks 
m. the foreign trade of India Would you advocate the 
imposition of any restriction on the operations of such banks 

Answer . — The Exchange, Banks form an important part 
pf'fbe hanking organisation ' in India They mamly finance 
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, the external trade of the country and have come to enjoy a 
visual monopoly m the exchange business Till the' Reserve 
Bank of India came into existence, the Imperial Bank of India 
w;as debarred from doing exchange business while the Indian 
Joint Stock Banks have been prevented by other considerations 
to enter this field The four mam reasons are — 

(а) The competition of well established non-Indian 
exchange banks with large capital and reserves. 

(б) The absence of branches of Indian banks m 
London and important foreign centres which 
precludes them from taking part m arbitrage and 
direct exchangn transactions 

(c) The small profits now realised^from the business 

(d) The full employment of the resources of the 
Indian banks in internal business of a more pro- 
fitable charcter 

These limitations have prevented the Indian banks from 
sharing in the foreign exchange business of the country 
and the Exchange Banks have come to occupy’ an unassail- 
able position The Exchange Banks have branches at several 
important commercial centres of the world and are, therefore, 
able to finance the export as well as the import trade of 
the country very easily 

These banks have their head offices located outside 
India and m fact represent various commercial interest for 
example, -English, Japanese, German, American etc They 
fall into two groups (I) Banks doing a considerable portion 
of then busmess in 'India, and (2) banks which are agencies 
of large banking corporations doing a major portion of their 
business abroad In their earlier years, their funds were 
drawn mostly from London but m recent yeais they have 
been attracting an increasing volume of deposits m India 
Ihese banks have moreover been led by the lack of general 
hanking facilities to take up also the ordinary mternal 
banking busmess and at the present time they have 
become a very important and powerful element m the 
general banking system of the country 

“The Exchange Banks are not subject to any legal 
restrictions in India They' are exempt from all th,e statutory 
obligations to which Indian ‘ Joint Stock tanks are subject 
They do not even publish their balance sheets "giving the- 
inhumation about their Indian business separately from their 
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other business. They draw a large part of their capital 
from Indian deposits ; nevertheless the depositors are not 
protected by any regulations governing the operations of 
such banks in India It is, therefore, proposed that foreign 
banks operating in India should be required to take out 
licenses under certain conditions for carrying on their business 
m India The publication by the Exchange Banks, under 
statutory regulations of weekly statements showing their 
assets and liabilities in India is very desirable m the general 
interests of the country. Some control over the foreign 
banks is also recommended on broad national grounds. Per 
example, it has been suggested that it may be necessary to 
restrict the operations of any bank which worked against 
Indian interests, by, say, refusing to accept policies of Indian 
Insurance Companies though they were sound, deliberately 
placing difficulties in the way of Indian traders which wore 
not justified , and by imposing unjustifiable handicaps against 
their Indian customers It is also necessary for the safety and 
stability of Indian banking and in the interests of the Indian 
money marked, that the Exchange Banks should be compelled 
by law to maintain a fixed minimum proportion of oash 
balance to their total deposits in India and they should not 
be allowed to disturb the statutory proportion by events 
•affecting their position outside India. Further, it has been 
pointed out that these Exchange Banks ace able to attract 
large deposits which they carry away to England and other 
foreign countries for investment when the foreign trade is 
slack in India It has been suggested that some sort of 
restriction should be placed on foreign banks so that J ndian 
money may be used for Indian requirements ” 

Question 9. — What are the criteria by which you would 
best the success of the co-operative movement m India. 

' Answer . — The object of establishing co-operative 

societies was defined as "the encouragement of individual 
thrift and of mutual co-operation among the members, with 
a view to utilisation of then - combined credit by the aid of 
-their intimate knowledge of one another views and capacities 
-and of pressure of local public opinion ” It was not only to 
remove the agrarian indebtedness but it was also to be the 
means of uplifting the agricultural population into an 
intelligent, thrifty, progressive peasantry. It will be seen 
•that the object of the Co-operative Act was twofold. 

On the one hand, it was hoped that the movement 
•would adequately meet the problem of agricultural indebtedness 
■would remove or wipe out the existmg indebtedness, an 
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prevent further indebtedness On the other hand, it was 
thought that the movement would mobilise the so attered 
savings of the cultivators, would promote thrift, self-help, 
mutual trust and confidence and would thus enable the 
cultivator to get cheap credit from the combined resources 
of his own class for his requirements How far the co-operative 
movement has achieved its avowed objects is a question 
difficult to answer. The movement has not indeed succeeded 
in curing all the economic and social ills from which the 
oountry is suffeung to day It has not been, however, 
altogether barien of valuable results It has, for instance, 
made cheaper credit available to the agricultural and artisan 
classes through the agency of co-operative societies and much 
saving in respect of interest paid by the labourers has thus 
been effected The co-operative movement has successfully 
undermined the moneylender’s position in the village and 
m many places his monopoly has been broken In the matter 
of debt redemption, much still remams to be done, and it has 
been doubted whether co-operation of itself would ever be 
equal to the colossal task of ridding the peasantry entirely 
of its burden of indebtedness With the progress of co-opera- 
tive banking, the hoarding habit has received a check and 
money that has lain idle and capital that was hitherto 
inaccessibly has come into the hands of the agriculturists 
The influx of hoarded wealth has in some cases paid off old 
debts and redeemed old mortgages Agriculture has been ' 
benefitted m a variety of ways The movement has promoted 
the organisation of agriculture on a co-operative basis supplying 
the various needs of the peasant. Co-operation has made easy 
the work of the Agricultural Department for popularising 
improved seed, cattle and implements. 

In addition to the economic benefits, co-operation has 
also brought - in its wake certain intellectual and moral 
advantages to the agriculturists Self-restraint, punctuality, 
straight- forwardness, self-respect, discipline, contentment and 
thrift have been encouraged In some areas, litigation has 
markedly decreased. In others, the common funds have been 
: ufi ed to start schools, to provide scholarships, to distributes 
quinine, to provide drinking wells and to clean streets As 
Mr Darlmg says "Litigation and extravagance, drunkennese 
and gambling are all at a discount m a good co-operative 
society and in their place will he found industry, self-rehanc^ 
and straight dealing, education and arbitration societies thrift* 
self-help and mutual help ” 

’ To quote Mr Wolff remarks "Co-operation brought 
j money to m ari y a 6 p 0 t thirsting for it, replaced insolvency 
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by .solvency, .liberated many from the sowutr 7 s yoke arid 
awoke many a •mahajan aowcar to find the fact that their 
occupation is gone ” i 

No one can deny the intrinsic value of the co-operative 
movement as a factor m advancement of education, of 
material prosperity and moral uplift There is, however, 
a tendency to exaggerate these advantages Men like Mr. 
D E Wateha predicted a gloomy future for the co-operative 
movement in India and warned the country against being 
duped by a false growth Writing m the Indian Journal of 
Economic he observed "The indebtedness of the agriculturist 
is so colossal, while the resources by way of capital of the 
societies are so extremely limited and hedged in by restrictions 
and limitations that there never can be any emancipation 
of the ryot from the slough of indebtedness ” He doubted 
whether co-operative societies slender resources as they possessed 
would ever manage to wipe off the immense load of agrarian 
debt which according to the lowest computation was 'not 
less then 375 crores of rupees Considering, therefore the vast 
agricultural population of the country and the comparatively 
small number of co-operative societies in existence, the 
movement at best can be said to be still m its infancy and 
to have hardly touched even the fringe of the problem. A 
true spirit of co-operation can hardly be said to exist even 
among the members of such societies Many people are 
drawn into the movement because of its intimate connection 
with the Government. 

There are also many obstacles to the success of the 
co-operation m India The ignorance and illiteracy of the 
rural population, embezzlements of society’s funds, the policy 
of drifting loanB, want of sell-reliance and increasing depend- 
ence upon the Government are factors which have led to the 
slow progress of the movement in India. 

Question 10 — Describe briefly the method of redeeming 
public debt. 1 

Answer — The lollowmg are the principal methods by 
which the National Debt can be reduced or repaid — 

(i) Application of the surplus annual revenue . — This 
is perhaps the simplest method but it is a very slow and 
inadequate since in some years there may be a. deficit, and 
unless the revenue be arranged to yield a surplus annually, 

' no definite amount can be calculated upon for reduction, 

It may also be contended that any surplus should be utilized 
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-tor the ic litcuon of taxation not for e uductioa of the 
debt 


(n) Itedtmj lion by purchase < f stock — 'When Govern- 
ment stock is nhered on the market at low price, public 
officials mar purchase a certain amount of such, stock and 
cancel it Tins method is profitable only when money ta 
available at low ei rates than die being paid on Government 
Stock The Government is able to redeem stock carrying 
high rates and thus to reduce net burden of debt Suoh 
operations have fto be conducted with considerable care 
otherwise the prices may be advanced if the state officials 
show themselves too eager to effect purchases for cancellation. 

(m) Terminal Jo Annuities —The principal is the sub- 
stitution of an annuity tor a fixed period in place of a certain 
amount of permanent debt. By this means, permanent 
debt is converted into temporary debt The amount of the 
annuity is greater than the interest charged on the surrendered 
stock and thus involves a greater temporary dram over the 
Treasury during the period of annuity but when the payment 
ceases a certain amount of debt is completely wiped off The 
device is not so popular as in former times and accounts 
for a very small proportion of the total sum > - 


(w) Sinking Funds — The general principle of a sinking 
fund is to provide out of income a certain sum of money sd 
calculated that, invested at compound mterest, it Will 
accumulate to the amount required by the time the loan is 
to be redeemed This method is very commonly employed 
by Governments and local authorities for the reduction of 
their obligations 


( v ) Conversion This method involves the conversion 

of one loan mto another bearing a lower, rate of interest 
Such operations may be made optional or compulsory 
Voluntary conversion may take place either when debt 
actually matures for payment, or, by the voluntary acceptance 
before the date of maturity of an offer made by the state 
to its creditors A conversion scheme may be made cpme- 
pulsory in the ease of loans which are repayable at any ( time 
by offering holders 'the alternative of a lower rate or repay- 
ment of their holdings Conversion is not .repayment 
is only the exchange of new 'debts for old. But if the interest 
on the new 'debts is less than the interest on the old, the 
immediate burde'n of dhbtis reduced. The gain by reduced 

interest can be applied towards redemption of the principal 
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There are some who maintain that the National Debt 
cannot be paid off m any of the above manners out of income 
in a reasonable number of years They have suggested 
drastic proposals for the reduction of the burden — 

(t) Repudiation of the debt — This, apart' from itb moral 
aspect, is a case of national bankruptcy both of means and 
character, it becomes a check to development of irade and 
is a destruction of national credit for the future , and it is 
as impolitic as it is dishonest. 

tu) Forcible reduction of interest -This method j«- as 
unsound, unjust and dishonest and open to similar criticism 
as the first one Investors in Government securities would be 
penalised for the general benefit while the investors in other 
securities would not be affected The breaking of contractual 
obligations would render future borrowings impossible 

(ttt) A capital levy t e the state should impose a 
levy on capital values, carried out on a progressive basis, with 
the object of reduemg the national debt The proposal h 
criticised on the grounds of its grave effects on industry and 
credit It is urged that a levy, however, well planned would 
cause a .wholesale realisation of property with the result 
that values would seriously decline The effect on credit 
would, also be serious The levy would involve a great 
realisation of securities resultiug m a fall of the value of 
Government Bonds. The levy would discourage saving, drive 
capital abroad and kill private enterprise 

{iv) Increased Taxation of Higher Income — The effects 
of such a course will be the same as that of a capital levy 

Question 11 . — Explain the principal features of the 
Indian Income Tax System. What steps would you take to 
improve the same ' l 

Answer — Prof Bnj Nararn notices the following dis- 
tinguishing features of the Indian Income Tax System — 

(1) An improvement has been made by substituting the 
basis of assessment of income for the current year by the 
basis of income for the previous year but no provision exists 
under the present system for the setting off of losses against 
profits of subsequent years Thus over a certain period of 
profits and losses, which was taken as a whole may leave the 
tax- payer with no net income to his credit, he will still be 
subjected to a tax on his profits calculated without any 
reference to his losses. 
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(2) The exemption limit ln'India is ' light but no pro- 
vision is made foi allowances m respect of 'wife, ^children and 
dependents Marriage is universal in India but the tax-bearing 
capacity of different families with the same income is not 
the same It is affected not merely by the number^of children 
and dependents but by the number of boys receiving ^school 
or college education. 

(3) No differentiation is made between ^earned and 
unearned incomes m India Thus, Indian <tax pays no atten- 
tion to the way in which the individual spends his income, nor 
does it try to tax the varying abilities arising from variations 
m the way in which the individual earns his income. 

(4) The 'method of graduation in India is .not ideal. 
Incomes are divided into classes and different rates are 
charged according to the class to which the income belongs. 

'The graduated rates are not levied on the successive doses of 
the individual’s income but each individual has to pay tax on 
„ his entire income at the maximum rate to which it could be 
subject «.e. if an individual gets an income of Us. 21,000 he 
would pay 12 pies in the rupee not merely on the excess of 
his income over Rs 21 000 but on every rupee of his income 
There is thus no correspondence in the movements of the 
income and the rate , the income rising steadily , and the rate 
pupping up by fits and starts The graduation of the Indian 
Income Tax with its phenomena of jumps conflicts with the 
principle of ability to pay and this is a fundamental defect 
of the Indian Income Tax. The curve of progression 'requires 
to be made smooth. 

Note.— The method of levying tax has ||been •since modi- 
fied. Instead of the step system, slab system - has JJ been 
introduced. Incomes of an individual assessee are now 
divided into slabs and the rate of tax increases if progressively 
on each slab. The ^result is that higher the income bigger 
the tax. 

(6) The Income Tax is heavy, no attempt is made m 
this to discover any pone’s taxable income as is done in other 
countries. 

(6) There is also the Jneed for extending the allowance 
for depreciation even to machinery and property not owned 
by the manufacturer and to the need for granting an allow- 
ance for obsolescence to intangible capital such as patents etc. 
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(7) Corporate income in tins country pays the Indian 
Income Tax proper and also Super tax So far a= Income 
Tax is concerned it is levied at a miximum rate but the share- 
holders are entitled to get refunds from Government in case 
the rate of tax applicable to their total income is below the 
maximum rate Super tax is paid at the flat rate of one 
anna m the rupee on all profits on companies in excess of 
Es. 50,000 No refunds are allowed of this tax even though 
shareholders’ total income may fall below the minimum 
income exempt from the personal tax 

(9) The unregistered firm is an independent institution 
m the eyeB of the Income Tax Department It is treated 
like an individual and subjected to both the personal income 
tax and the personal super tax Income received by the 
members of unregistered firm are not included m their per 
sonal income. The result is that the poorer partnei of an 
unregistered firm suffers m so far as he pays tax at a rate 
determined by the mcome of unregistered firm which may 
he larger than his own individual mcome While foi the saine 
reason the rich partner gams Thus ti eating unregistered 
firms as individuals, though they are associations of moie than 
one persbn, tends to make the income tax on such partnership 
income regressive. It presses hard on the poorer persons 
making them pay more than is due, while taxing the richer 
ones at much less than their real ability as determined by their 
total mcome. It is, therefore, necessary that the distinction 
between registered and unregistered firms be done away 

Indian Income Tax is based on several other s imi lar 
anomolous principles It is a curious medley of conflicting 
provisions which fad to stand the test of modern - Income 
Tax theory and the practice of foreign countries The system 
nefeds to-day a thorough overhaul and the several anomohes 
and inequalities should be removed as a result thereof 
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Question. 1 — Discuss the reasons which lead to the 
occurrence of Booms and Depressions 

Answ r — The general state of trade vanes from time to 
time Periods of boom alternate with periods of slump. 
Prices m general rise and fall and employment increases and 
decreases These "panting alternations of the quickened 
heart” of economic society are known as trade or business 
cycles or periods of depressions and booms The trade cycles 
have occurred in the past with such regularity that trade 
has been likened to ocean waves and economists refer to its 
ebb or flow This cyclical movement of trhde is now univer- 
sally accepted as abnormal, if not inevitable, feature of 
economic society. 

A trade cycle is the most baffling phenomenon of modem 
times If its cause or causes could be elucidated, many other 
economic problems whioh are still the subject of controversy 
would be solved Moreover, the discovery of the causes woqld 
facilitate the discovery of neutralizing or modifying agencies to 
the extent that these were desirable — for it is by no means 
agreed that the complete elimination of cyclical fluctuations 
is a desirable end Trade fluctuations have long attracted 
the attention of the economists and governments and have 
been the subject of close attention, but the fact is that a 
trade cycle still remains the greatest of the many unsolved 
0 problems of economics. The following are the chief attempts 
at explanation — 

1. Climatic Theory — It is maintained by some economists 
that climatic conditions determine the abundance or scarcity 
of the harvests and upon these largely depend industrial condi- 
tions throughout the world The failure or abundance of the 
harvests of important crops touches the position of the 
agricultural communities affecting not only their economic 
well-being but also their power to purchase the goods of other 
countries Thus, are the effects, adverse are favourable, felt 
throughout the trading ‘community The failure of India’s 
gram crop influences very much British industries 

The explanation of the trade cycle which lays special or 
exclusive stress on climatic variations is commonly known as 
the Sun-Spot Theory enunciated by W S Jevons who held that 
the periodic recurrence of crisis is to be explained by the recur- 
rence of Sun-Spots at almost regular intervals. Sun Spots 
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affect the weather m all parts of the earth and influence the 
production and prices of corn and other things and bring about 
crisis Jevon’s theory is now discredited 

2 The Competition Theory or the Excess Credit and 
Oiei production Theory —Some economists hold the view that 
trade cycles are due almost exclusively to competition between, 
independent producers It is mamtained that under competi- 
tion there must normally be a tendency to over-production 
When trade is improving, there is an inflow of money into 
productivfe enterprises and an expansion of credit facilities 
followed by a rise in prices and an attraction of new producers 
into the industry In the absence of any co-ordination bet- 
ween the producers, the continued extension of production 
overtakes demand for the products The ' result is a fall m 
prices This leads to a restriction in production, firms near 
the margin disappear, banks call in their credits, prices fall 
still further and for a time there is a general depression After 
a while, it is found that too little is being produced to meet 
the demand The scarcity of goodB sends prices up again ; 
production revives, and so with the improvement in trade the 
whole cycle is completed 

“Monetary theories are criticised mainly on the grounds 
that the fundamental causes of fluctuations arise out of the 
conditions of industry itself rather than finance, and that 
although monetary influences are important, they are nob 
the primary cause of fluctuations Credit and. currency 
. inflation make a boom possible and condition the extent of the 
boom, but they do not cause it A more important objection 
is that the trade cycle, being a world phenomenon, cannot, on 
~the one hand, be attributed to the internal conditions of one or 
two countries, nor, on the other hand, can it be remedied by 
isolated attempts at monetary reform International and not 
national action is clearly necessary if international stability is 
to he achieved.” 

3, The Oversaving or Under-Consumption Theory — 
This is also called the Over-capitalisation Theory and has 
been developed by J. A, Hobson In bis opinion, there 
exists a limited market for- most commodities and this he 
offers as an explanation of the tendency of production to 
outrun consumption He contends - that there is a normal 
tendency for an excessive proportion of the genera] income of 
the community to be saved and applied to capital purposes 
instead of consumers’ goods Over-savmg involves under- 
consumption The markets are glutted with unsold products 
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and the result is that there is a fall m prices followed by 
depression m trade 

This thcoiy offers a partial explanation of the prevalence 
of depression but it is not adequate as an explanation of > 
periodicity 

4. Tie Psychological Theory — Economists rightly lay 
great stress on the psychological factors m cusis It is the 
doctrine that people incessantly and insensibly would know one 
another’s ideas and influence one another’s minds when they 
are repeatedly brou ght into contact as mter-related parts of 
a system A market is a crowd and has the psychological 
characteristic of the crowd that the general opinion imposes 
itself on individual members with extraordinary force and 
lapidity When trade is good., people are optimistic, they buy 
more and prices rise , pioduction is stimulated Conversely 
when trade is bad people are pessimistic , they stop buying, 
prices fall and production is checked 

The psj ehological factor undoubtedly contains much 
truth which no other explanation can afford to ignore It 
does not, however, satisfactorily explain the approximate 
fixity in the period of the trade cycle nor tbei difference between 
the wants of consumers in good and bad times 

Question 2 — Distinguish between the various forms of 
the Gold Standaid bnnging out their respective merits and 
drawbacks 

Answer — T Ji e Gold Standard is fso called because under 
it gold is the measure r of goods, services and all debts m the 
last resort are payable m gold Thus, when a country is on 
the Gold Standard its currency unit is gold itself and circulates 
m the form of full-bodied gold corns, or represents a fixed 
quantity of gold The value of the currency under it varies 
with that of gold There are several wavs of making the 
currency unit of a country represent a fixed quantity of gold 
and, theiefore, as many variants of the Gold Standard 

(1) Gold Cvirency Standard . — Under a Gold Currency 
Standard, full bodied gold coins remain in active circulation. 
They represent the final standard of value , paper money and 
other money media m common use are redeemable in them. 
The value of the money unit would he identical with that of 
the gold content of the coin. At th6 same time, free -comage 
of gold, free melting of gold coins, free export and import of 
gold is allowed. The Central $ Banking Institution of the 
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country is compelled by law to purchase and sell gold at a fixed 
invariable price. 

(2) Gold Bullion Standard . — Under this system gold coins 
need not and usually do not form a part of the monetary 
circulation and the currency needs are met by paper money 
and token corns but all legal tender currency is freely con- 
vertible into gold (not in the form of coins but of bars) at a 
fixed rate Gold is similarly convertible mto legal tender 
currency and export and import of gold are unrestricted as 
under the Gold Currency Standard The Central Bank is 
compelled to buy and sell gold m bulk at prices fixed by law. 

(3) Gold Exchange Standard — The essentials of this 
system is the provision of a cheap internal currency of silver 
or paper and the , maintenance of the value of that currency 

• as near as practicable to a fixed part with gold (or with the 
gold currency umt of another currency) by control of the 
exchanges This necessitates the possession by the State either 
of adequate reserve of gold or, of its equivalent in the form 
of gold exchange i e saleable exchange on one or some of the 
chief Gold Standard countries. If- gold reserves are maintained 
they are kept generally m the foreign centre whose .currency 
umt is taken as a basis 

This currency system has proved especially suitable to 
those countries which desire to regulate their external ex- 
changes as far as possible on a gold basis but which are unable 
to adopt a full Gold Standard for internal use, either because 
of the comparative poverty of them inhabitants or because 
their resources are very meagre It is not the best monetary 
system and has certain inherent defects The system requires 
a good deal of management on the part of the Government , 
it is incapable of achieving an automatic expansion and 
contraction of currency , it is far from being simple and 
intelligible to the masses , and it involves the maintenance 
of reserves m a foreign country liable to the risks arising 
through any political or economic difficulties in that country 

Gold Bullion Standard is an advance upon the Gold 
Exchange Standard It is a Gold Standard without a gold 
currency and possesses to a large degree all those advantages 
which are claimed for a Gold Currency Standard Until 
recently, most countries of the world had their currency system 
based on the model of the full Gold Standard but the force of 
necessity durmg the 1 W,ar as well *as advance ' m economic 
thought have no>v made people realise’ that actual gold coins 
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passing from hand to hand are all unncessary luxury 'and a 
country can have all the, essentials of a Gold Standard without 
gold coins by adpotmg any of the other arrangements described 
above viz , Gold Bullion Standard or Gold Exchange Standard 
The Gold Exchange Standard is, however, looked upon with a 
certain amount of suspicion but the Gold Bullion Standard 
has come to be regarded as the most suitable alternative to 
the orthodox type (Gold Currency Stand ird ) The Gold Bullion 
Standard is, however, devoid of simplicity and intelligibility 
which are ltidispensable requisites of a sound currency system 
The Gold Standard mspite of its expensiveness and inconve- 
nience the most satisfactory and the least risks system of all 
and its prmcipal merit is its / simplicity and the protection it 
affords against the evil of inflation 

Question 3 —Explain the recommendations or the Hilton 
Young Commission regardmg the position of the rupee m our 
currency system 

Answer — The Gold Standard was [restored m Great 
Bntam m May 1925 and on August 25 m the same year 
was appointed the Hilton Young Commission to report on the 
Indian Exchange and Currency System and practioe 

The Commission’s labours occupied about a year and it 
submitted its report in July 1926 by which time the la 61. 
gold rate had been effective for about a year as a result of the 
deflationary policy pursued by the Government 

The majority , of the Commission, as was anticipated, 
recommended stabilisation at this rate mainly on the ground 
that price had preponderantly adjusted themselves to this rates 
and that so far as wages were concerned "considerable progress 
had been made m the process of adjustment ” Indians knew 
that the techniques of first makmg the rupee scarce, forcing 
up the exchange value thereby and then appointing a commis- 
sion to get its approval in favour of the fait accompli had 
been practised too often There was only one independent 
Indian member on the Commission, viz , Sir Purshotamdas 
Thakurdas He strongly dissented from the recommendation 
of the majority He exposed the hollowness of the arguments 
employed by the majority and contended that it was dangerous 
m the interest of India to fix exchange so high when economic 
adjustment to the rate recommended was far from complete 
and when there were actual appreshensions in well-informed 
circles of a fall in gold prices '/Insistence on stabilisation at 
Is. fid ”, he wrote, "will not only produce, but will prolong 
the profound disturbance of eoonomic conditions throughout 
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India which is just beginning to be perceived, and Fthe worst 
effects of which axe still to come” — words which had almost 
a prophetic ring about them A similar warning had been given 
by Mr. Dalai when opposing the 2s. gold rate He had said 
“The probabdities are that with the higher sterling cost of the 
rupee the demand for Indian produce will fall off, while remit- 
tances from India being cheaper in rupees, imports will be 
stimulated. If these probabilities should materialise, India’s 
trade balances will become less favourable to her than they 
have been or it may be the trade balances will turn against 
her,” The rulers paid heed to neither of the two warnings 
though, unfortunately, both turned out to be true to the 
letter ' 

The Hilton Young Commission had made a number of 
other recommendations with a view to the switch-over now to 
a gold bullion standard and the establishment of a Beserve 
Bank to be vested with the control of both currency and cerdit 
Government decided to tackle the question of the ratio first 
and accordingly m 1927 they introduced a Bill in the Assembly 
as an interim measure providing for stabilisation at Is 6d This 
caused a terrific storm throughout the country the echoes of 
which have not yet died out In the Assembly, Government 
carried their point by the very narrow majority of 3 votes— 68 
against 66 The minority consisted of non-officials The 
majority consisted almost wholly of the nominated element 
including the official bloc No other issue debated m the 
Assembly has perhaps aroused public interest m the same 
degree nor can one recall another occasion on which canvassing 
for votes on the official side was characterised by the same 
methods as on this 

The course of events after the fateful decision on the 
issue was a confirmation of the worst fears of Government s 
critics With the exception of 1928, exchange remained persis- 
tently weak and in maintaining it Government dissipate, 
India’s gold and silver assets, added to her unproductive debt 
dealt a stunning blow to her trade and industry, brought tne 
country’s credit to the verge of collapse and aggravated the 
distress which the Depression was to bring in its train. Deficit 
budgets with increased taxation became a normal feature 

Question 4 — Explain the functions of a Central Bank 
• To what extent does the Beserve Bank of India fulfil these 
[_ functions. , 

Answer .—See answer to Question No. 6, Economics 

[11945. 
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Question 5 —What is meant by the statement "that the 
Indian money market is of a sectional character and lacks 
unity*” How far is the Reserve Bank of India adequately 
equipped to remedy this defect* ^ 

Ansv.fr —The statement means that the Indian money 
market is loosely knit organisation, there being no link 
between the constituent members Each sectional agency 
of the money market organisation limits itself to a particular 
class of business and virtually remains independent in its 
own sphere The Inpenal Bank of India, the foreign immi- 
grant banks, the Tndia Joint Stock Banks, the Co-operative 
Banks and the indigenous bankers — who form the money 
market— have all carved out for themselves respective spheres 
of their own There is very u eak co-relation between the 
operation of these credit agencies No system of enlightened Co- 
operation or intelligent co-ordmation exists between the Imperial 
Bank and the indigenous bankers, between the Imperial Bank 
and the Exchange Banks, between the Exchange Banks and the 
Indian Joint Stock Banks, between the Cooperative Banks 
and the other credit agencies These different credit agencies 
work severally and not collectively with the result that there 
has been no development of a co-ordinated credit policy 
This has led to an inelastic system of credit which cannot 
expand or contract m accordance (with the requirements 
of the country Besides, there are two kinds of money 
markets in India The indigenous money market and European 
money market and there is no effective liaison between the 
two This state of affairs has been brought about by the 
absence of a central bankmga authority to control credit and 
currency which are in the hands of two different authorities m 
India each working without any regard of the other. 

The proper mechanism for securing an elast’c currency 
is a Central Bark which by granting loans or creating credit 
instruments of short duration can meet the seasonal demand 
tor money and u’ben the demand slackens can automatically 
cancel the instrument or loans 

Bue to the absence of this mechanism m India, there 
was no unity m the money market and the rate of discount 
now ed considerable variations The Reserve Bank of India 
as provided a missing link in the chain of banking organi- 
ron, and through its dominant position, exercises great 
ontrol over all the other credit institutions It., will have 
sole monopoly of note issue, and thus the divorce between' 
credit and currency which so far was the subject of adverse 
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criticism would end Besides, the Government’s operation 
in the money market have been taken over by the Reserve 
Bank which will now operate more with a view to maintain 
the stability of the market rather than satisfy the interest 
of the Government 

' ' Question 6 . — Why do prices rise and fall ? Show how the 
instability of prices affects the economic conditions of the 
several sections of the community Give Indian Examples 

Answei . — Supply and demand are the two predominant 
factors which govern the fluctuations m the market price of 
commodities If the supply of a commodity is increased 
other things remaining the same (that’is no change m demand) 
prices will fall down vice v isa If the demand for a commodity 
is increased, other things remaining the same (i e , there is no 
change m supply), the price will go up and v ce versa Changes 
in the demand for and supply of a thing may arise from various 
causes The various changes in the arts of production, the 
alternation of good and bad harvests, failure of crops, the 
discovery or expansion of mines affect the supply while changes 
in the fashion of dress, of houses and furmture, an increase or 
decrease in the wealth or means of people, changes in the 
utility assigned to a thing, extension or contraction in the use 
of substitutes affect the demand 

2. An increase or decrease in the quantity of money m 
cn dilation also affects -prices in an inverse proportion An 
increase in the quantity of money (other tilings remaining 
equal) tends to raise prices while a decrease in the quantity of 
money (other tilings remaining the same) tends to lower prices 
8. The development of -banking and credit system and 
the inflation of currency have the same effect on prises as the 
increase in the volume of cuirency If there is an increase in 
the use of credit the prices of commodities will be affected 
The rite in puce is also brought about by the inflation of 
cunency 

4 ThejJriseTml prices may sometimes be caused by an 
inciease in the rapidity of circulation of money This rapidity 
is often due to the increased facilities of banking 

All men are interested more or less m the variations 
of curnng m the prices of commodities Most of the members 
of a commiimli are either debtors or creditors, some are 
businessmen, some are labourers earning daily 
o nwnj are persons wRh fixed income such as salarie 

men, annuitants, etc All these different sets of people arc 
consumers and are affected in one way or the other bv change 
in the price of commodities 


produces or 
vanes while 
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I’Falling! Prices 


Are beneficial to 
people whose in- 
comes do not fall 
at the same rate, 
e g fixed interest 
stockholders, em- 
ployees and others 
whose income is 
governed partly in 
contract or custom 

Creditors for 
specific sums benefit 
as money apprecia- 
tes in purchasing 
value 


Are a matter of 
indifference to those 
whose income vary 
in the same propor- 
tions, eg wage 
earners on a satis- 
factory cost of liv- 
ing sliding-s c a 1 e, 
provided that they 
still retain their 
•employment 

Are harmful in 
so far as they mean 
falling net receipts 
and cause restriction 
•of business activity 

Debtors are ad- 
versely v affected 


Rising Prices. 


Are beneficial to 
manufacturers and 
others whose pro- 
ducts rise in pnc s 
faster than the ex- 
penses of produc- 
tion They may also 
have a useful psy- 
cholsgical effect in 
stimulating and 
economic under- 
takings, provided 
that they do not 
lead to injurious 
speculation 


Debtors for 

specific sums benefit 
as money depre- 
cates in purchasing 
value 

Are a matter of 
indifference to those 
whose expenses and 
incomes mthe same 
proportion 


Steady Prices. - 


Are beneficial to 
traders and indust- 
rialists in general, 
especially over a 
long period They 
enable forecasts to 
be more accurately 
made and thus, 
facilitate long 
period contracts 
Consequently, pro- 
duction and em- 
ployment are 
lendered more 
continuous with a 
more regular in- 
comes for employers 
and workers as a 
whole 

While the benefits 
of either falbng or 
rising prices are to 
a large extent offset 
b\ counter forces, 
those of stable prices 
are more enduring 


Are harmful to 
those whose in- 
comes do not rise 
at the same rate 

Creditors are 
adversely affected 
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Question 7 . — Discuss the economic role of 'the Stock 
Exchange, and point out the abuses to "which it is liable 

Antuer —The Stock Exchange performs an essential 
function by providing a market for capital which is already 
invested It facilitates the transfer and arrangement of that 
capital and is the means whereby capital represented by 
stocks and shares may be graded and realised easily and 
cheaply It renders possible international dealings m mo'-t 
kinds of securities and makes shares and stocks acceptabk- 
as cover for loans The rigidity of the rules governing the 
market and also the high standard of commercial moralin 
which prevails, create confidence and bimg great number of 
peoples into business relationship The result is that the treru 
of business on the stock market has important re- 
purcussive effects throughout the community The Stoca 
Exchange itself is not a market for new capital but the 
advantages which it offers, particularly that of read}' reali- 
sibihty, are important m stimulating and encourag i ng the 
flow of new capital for industrial and other purposes I he 
stock and share market is to-day a vital factor m the econo- 
mic organisation of everv progressive country and can sub- 
stantially further industrial expansion by the facilities it can 
offer for financing industries. 

Dealings on the Stock Exchange are not, however, or \ 
for investment purposes There are some which are merelv 
speculative in character t peculation again is legitimate 
and illegitimate I he latter form of speculaticn is highh 
harmful and brings nun to many Thus the Stock Exchange, 
organised as it is, has encouraged ^legitimate cptculaUcm 
with attendant abuses and risks Stock Exchange has caused 
rum of many under other circumstances also We know that 
as a result of the conditions created by the War many com- 
panies were floated, their shares were often over- c ub c ciibed 
and the values of the chares of the existing companies went 
up In the penod of inflation, a large number of people 
engaged in other occupations were attracted to the Stork 
Exchange in the belief that fortunes could be easily made 
when the turn m the time came Many of the newly floated 
companies did not meet with success and went into liquidation 
There were big failures of companies which resulted m a loss 
of crores of rupees. 

Cues' ion 8 — Examine the principle on which the 
policy of discriminating protection in India has been based. 
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Answer — See answer to Question 'No 7, Economics 

1941. 


Question 9 —Why do countries enter mto Commercial 
Treaties * Mention such a treaty made by India in recent 
times and d'seuss its significance 

Answer — Commercial treaties may be entered into 
ht *aeen two nations, whereby it is agreed to admit onfavour- 
u a terms certain commodities produced m the contracting 
m ’ t* > Favourable treatment to a country’s exports can 
tl be and is secured by means of commercial agreements 
v it n fouugn nations Reciprocity and "Fair trade” are 
established as a result of such treaties and international 
jealous attacks and reprisals are thus avoided International 
understanding and treaties are, therefore, an important advance 
over crude attempts to penalize and to retaliate upon foreign 
mdustnes, * J 

The general scope of trade agreements is well expressed 
b\ Calvo m lus work of international law Trade agreements 
generally provide foi the importation, exportation, transit, 
transhipment and bonding of merchandise , ^customs tariff 
navigation charges, guarantee the admission of vessels mto 
each other’s ports, coasting trade, fishing rights, the admission 
of consuls and their rights, the local status of the subjects of 
ea<h country in the other m regard to residence, travel, 
owuei ship of property, payments of taxes or exemptions and 
military service Such trade agieements may also include 
questions of txansport Although the scope of trade agree- 
ments is thus very wide, almost all the modem trade agree- 
ments are concerned primarily with the regulation of tariffs 
The general form of modern trade agreements is muoh the 
same embodying mutual concessions but the elaborateness 
and complexly of the agreements depend upon the nature 
of the agreements and the status of the contracting parties 
Trade Agreements are either bilateral extending to two coun- 
tries or multilateral embodying concessions granted to more 
than one country 

In recent years India has entered into many commercial 
treaties with other countries and the most important of them 
are the following — 

(а) Indo-Japanese Trade Agreement (1934) 

(б) The Bombay-Lancashire Textile Agreement 

(1933) 

(e) The Indo-Bntish Trade Agreement (1935). 
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Question 10 — Distinguish between — 

(a) .Revenue duties, ' 

(b) Protective duties, 

(c) Preferential duties, 

(d) Anti-dumping duties 

Give illustrations from Indian conditions 

Answet — (a) Revenue duties are taxes imposed by a 
country upon foreign commodities for the purpose of getting 
a revenue but such taxes are not intended to protect domestic 
industries. 

r[ (1) Protective duties, on the other hand, are levied for 
the protection and fostering of home industries The avowed 
object is the imposition of duties upon imports not for the 
purpose of realising a revenue from the admission of foreign 
articles, but with the aim of excluding them from the country 
and thereby giving a preference to home products which are at 
some economic disadvantage m comparison with foreign 
articles. Duty on silver is a revenue duty in India while the 
tax levied on imported sugar is a Protective .duty 

(c) Preferential duties are duty, taxes levied on imports 
of a preferred country and are lower than those imposed on the 
products of other foreign countries The object of such duties 
is to give a preference to the products of the “preferred” 
country by imposing heavy duties on foreign produce with the 
object of diverting the trade to the “preferred” country These 
duties are collected under the "Most Favoured Nations” agree- 
ments and other commercial treaties Taxes on British goods 
are lower than those charged on German goods and the former, 
therefore, fall within the purview of preferental duties 

I 

(d) Anti-dumping duties refer to taxes imposed by a 
country upon the imports which are being dumped” into 
its market by another country Dumped goods disturb the 
industries of the country 'into which they are dumped and 
such a country would be justified in preventing its in- 
dustries being crushed by the unfair competition of dumped 
goods. 

Question 11, — Discuss the organisation and present posi- 
tion of one of the following industries in India . — 

(а) The Steel Industry, 

(б) The Cement Industry, 

(c) The Jute Industry. 
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Answer — (a) See answei to Question No. 8 Economics , 

1940 


(6) The Cement Industry — The manufacture of Portland 
Cement commenced m Madras as long as 1904, but it was not 
until 1912 that the foundation of the present Industry was 
laid In this year, the Indian Cement Coy Limited was' formed 
and was followed m the two succeeding years, by two other 
companies — Katm and Bundi At their inception, all these 
factories were small but they endeavoured to meet India’s Cement 
requirements during the War period to the best of their ability 
and within the means at their disposal In the post-war boom 
period, several new Companies were formed The three old 
companies increased their capacity Thus the development of 
the industry was rapid after the war and the aggregate produc- 
tion increased from 1945 tons in 1914 to 236,746 tons in 1924 
The imports fell down considerably and showed a decrease 
from 165,733 tons to 124,186 tons during the same period 
The year 1924 saw the industry m a parlous state Most of 
the new factories had been erected within the geographical 
marketing areas of the existing works and internal competition 
set up a scramble for business at any price for delivery over 
any distance, with the result that profits of the company fejl 
down and the shareholders in the industry suffered heavy 
losses This state of affairs could not, of course, go on and in 
1924 the claim of the industry for protection was referred to 
the Tariff Board The Board declined to recommend protection 
to the industry on the ground that it was suffering from over 
production and prices were determined by internal competition 
amongst India’s manufactures and not by the imports The 
declination of the Government to grant protection to the 
industries made the manufacturing compames to feel the 
necessity for co-operation among themselves The persons 
responsible for the management of such compames accordingly 
formed a pool known as the Indian Cement Manufacturers, 
Association The industry now began to revive Selling 
prices were stabilised and • the first step was taken m the 
development of markets for the excessive output Along these 
fines the Industry progressed until 1930 when the manufacturers 
realising the value of co-operation formed the Cement 
Marketmg'Company of India Limited Under this company, 
the selling arrangement of the member compames were centra- 
lised and its charter was to ensure that each member Company 
received a proportionate share or quota' of the total business 
according to its rated output capacity During the six years 
the Gement Marketmg Company has been in existence it has 
Jieen successful to the extent that it ha's provided each works 
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with an off-take in accordance with the prearranged quota 
with amalgamated funds It h,as also been able to devote 
much attention to effective advertising and propaganda for 
the betterment of the sale The progress of the Indian 
Cement Industry has been facilitated by the establishment of 
the Marketing Company The imports of foreign cement have 
considerably fallen dowp and amounted 67,000 tons in 1934-35 
In the same years, the total production of Portland Cement 
in India amounted to 764,000 tons as compared with *36,746 
tons m 1924 The quality of Indian Cement, is not mferior to 
that of the British production 1 

Unfortunately for tbe company, the possibility of sales 
was not uniform throughout the country and herem lay 
the mam limitation in its charter /Under the present 
system, the factory 'or factories though being situated in 
the heart of the consuming areas, where not allowed to 
supply tb full capacity and Cement Factories situated at 
great distance had to send their products to these areas 
The waste which resulted by this course can be well 
realised The Companies engaged m the manufacture of 
cement realised in the defect in the cement marketing and 
the latest step which they have taken to eliminate waste 
and to strengthen their positions is the Merger The 
scheme was intended to rectify the existing defects, to 
bring about additional advantages and to consolidate the 
industry in a permanent form According to the Merger 
scheme, a company by name the Associated Cement 
Company of India has been formed The shares of the 
member Companies have been converted into the shares 
nf the new company. Ten companies have agreed to join 
the Merger. According to the new scheme, the evils of 
the quota system-, abovementioned will be eliminated. 
The quota system 'is dispensed with and there will be 
territorial market by which manufacturers whose producing 
capacity is unable to meet local demands will be equipped 
with additional machinery. Thus freight and wastage will 
be avoided The Cement Marketing Company will assume 
the responsibihty for selling the products of the various 
manufacturers . 

The Industry was again affected when, m 1938, the 
Dalmia Group of Companies which came mto being competed 
with the Associated Cement Companies Happily, this 
state of affairs did not last long, and by the end of 1940, 
an agreement was concluded between tbe two major 
groups to market their output through a central organisation. 



ECONOMICS 


33 


The Cement Marketing Co of India, Ltd , was again brought 
intq operation Pnoes were reduced further and thereafter 
stabilised at an economical level restoring the industry 
again to a healthy footing. 

The Cement Marketing Company then controlled and 
managed the sales and distribution of all the cement 
manufactured by the Associated Cement Cos , and the 
Dalmia Group of Companies, the former having 12 
factories in operation and the latter five factories. The 
output of all these factories represented about 85% of the 
■whole industry as there were four other cement companies 
operating independently. . . - 

Effects of War — As in other Industries, so also m cement, 
the recent War has had many effects With the rise m the cost 
of all materials lequired for the manufacture and packing of 
cement, production cost naturally increased. To off-set this, 
m part, the price of cement had to be raised but it was still 
maintained at a very reasonable level, the rate being 
controlled by the Industries and Civil Supplies Department. 
Even with the mcrease allowed by the Government after 
prolonged examination, the price of cement compares very 
favourably with the price of other building materials as 
most of them have gone up by over 200 to 40 6 per 
cent. 

Just before and for some time after the outbreak of 
hostilities, the demand from export markets both for 
Government and public use began to develop and Tpdia 
eventually became the supply centre of cement to the 
Middle and Ear East The internal demand similarly 
increased Practically 80% of the total output was taken 
by Government and the balance was strictly rationed for 
essential repairs With the cessation of hostilities, the 
proportion of Government demand fell, considerably but 
the total demand both of the Government as well as the 
public has increased enormously 

The two groups separated by mutual consent with 
effect from March 1948 and they market their output 
independently 

Benefits . — The part which the cement industry plays 
m the welfare of the country may not be generally appreciated 
Not o nly does it afford employment to thousands of men in 
the factories alone but also it ib one of the largest consumers 
of Indian coal. The jute industry is also benefited because 
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over 40 million jute bags are used, annually for packmo- 
purposes. Then, there is the large freight revenue acciuing 
to the Railway by the transport of coal, gunny bags and 
cement estimated at some orores per annum 

The progress which nas been '■made largelv due to the 
energy and enteipnse of the Cementt Marketing Company 
and the Concrete Association of India m educating the 
country m the uses of cement Branch offices are mamtamed 
throughout India with a staff of over 60 engineers, overseers 
and skilled masons who give techmcal assistance to cement 
users. 

• 

That the cement industry is working on the right lmes 
and with an eye to the future, there is no doubt. They are 
spending a large amount annually on educational propaganda 
which will be repaid by increased sales, a matter of vital 
importance. 

Future Detelopmen 1 — With the return of peace, the 
cement industry has retained its national importance m the 
sense that it is one of the few commodities that can enter 
into every one of the mam schemes of national programme, 
viz , communications, irrigation and agricultural development 
generally and proper housing of the working classes The 
cement industry owing to the urgency of demand placed on 
it m the immediate post-war years and the ordely planning 
of future development has received due consideration from 
the Government The industry has already a programme of 
expansion, with years of investigation and preparation behind 
it which will ensure its being fully utilised m the post-war 
years. Its plant, techmcal, personnel, financial resources and 
vast All-India sales organisation — all afford an assurance, of 
its maintaining an important position in the country today 
and the continuance of its policy to make available to the 
public the highest quality of cement at the lowest possible 
price „ 

(c) India Jute Indvshy — Jute, the golden fibre, is India's 
greatest contribution to world trade The growing of jute 
provides the agricultural population of" East Bengal (now 
mainly part of Pakistan) with an annual income averaging 
Rs. 44 crores, or about a half of their money income in 
normal years As an export product it has, perhaps, no 
equal, considering that raw and manufactured jute has 
consistently represented by value about 25% of (undivided) 
India’s outgoing merchandise trade It has been truly stated 
that, as the world ’s foremost packing fabiie, jute is prac- 
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tieally omnipresent m world’s commerce The special charac- 
teristics of the jute is fibre make it an ideal packing material 
for sugar, coffee, cocoa, cotton and wool, and a variety of 
textile products, including cordage, roofing' f elts and even 
decorative fabrics 

Progtess cf Inlustry . — The record of the jute industry 
may well be said to be one of uninterrupted progress Accord- 
,mg to the latest available statistics (that is, those for the 
year ended 31st Dec 1947), the total number of mills m ■ the 
Indian Union is 113 and their aggregate loomage 68,647. 
The total number of mill oompames m the I J M A m the 
Bengal area are 69, and outside the Bengal area 6 The total 
number of mill compames outside the I J M A m the 
Bengal area are 3, outside the Bengal area 7 The grand 
total of the mill companies is 86 The number of m ills in 
the I J M A in the Bengal area are 97, and outside the 
Bengal area 6 The total number of mills outside the I J M A 
m the Bengal area are 3, and outside the Bengal area 7 The 
grand total of all the mills is 113 The number of looms in 
the I J M A m the Bengal area are 63,826 and outside 
the Bengal area 1,711 The total number of looms outside 
the 1 J M A m the Bengal area are 1, 531 , and outside the 
Bengal area 1,479 The grand total of all the looms is 68,647. 

Conditions of Trade. —The demand Tot jute goods has been 
fitful and changing It depends ’ upon the quantum . of 
international trade During the first world war, mspite of 
controls, the industry made abnormal profits, part of which 
were used for increasing the productive capacity of the 
industry by adding more looms and spindles Unfortunately 
m the inter-war period owing to economic nationalism and 
restriction m international trade, the demand for jute and 
jute goods declined very considerably. The Indian mills 
applied the self-denying ordinance and introduced a restriction 
scheme in 1921 winch continued upto 1929 Accordmg to this 
scheme the weekly hours of work were reduced from 60 to 64 But 
advantage of this sacrifice was taken by foreign interests which 
added new machineries and improved their productive power. 
Hardly had the industry decided to reverb to full complement 
m 1929 when the economic blizzard swept the .world During 
these years (1929-33) the jute grower suffered more than the 
jute manufacturer An agreement was entered into between 
the member mills and the non-member mills m 1932 after 
protracted negotiations which continued to work upto 1936, 
The Government of Bengal restricted the hours of work m 
1938 and member mills entered into a voluntary agreement 
in July 1939. 
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Problems of the Irdustry — The problems faoing the 
industry in the transition period are noth regard to the 
adjustment of suoply to demand The productive capacity 
of the industry was increased after 1918 and the existence 
of this surplus productive capacity is not justified by economic 
trends It is therefore a dead weight on the industry It 
is, therefore, suggested that obsolete plants should be scrapped 
off and any new mills must not be set up any more unless 
the demand springs up The industry must be rationalised. 
It should not be permitted to work with fits and starts as 
it has been doing in the past The right course is to shift 
capital and enterprise from the industry to some other 
industrial channel where they can be more usefully 
employed. 

In the race of self-sufficiency every country is trying 
to find substitutes for Jute-paper,, siral grass, hemp and 
flax are some of the new fibres used as substitutes It is, 
therefore, that new uses should be discovered for the jute 
fibre 'on which the whole economy of Bengal hinges Jute 
has already begun to be used for insulating materials, for 
roofing and for the productives of sheeting for internal 
and external walls. 

Another problem that should engage the attention 
of the Government is to protect the jute growers He is 
poor, illiterate and unorganised He has hardly any knowl- 
edge of the markets and the marketing processes Co-opera- 
tive Societies for marketing jute on lmes similar to cotton 
marketing societies m Bombay should be formed to help the 
growers Attention should also be paid to the growing of 
more rice on the land that was formerly devoted to jute. 


The last but by no means the least important problem 
for the jute mdustry is the regulation of the '‘futures” market 
m jute It is highly disorganised and full of evil practices. 

Effects of Partition — The partition on 15th August, 
1947, of India into the two domipions of India 

and Pakistan split up the jute mdustry and the 
jute growing areas The manufacturing centres 

were cut off from their sources of raw material. This has 
meant difficulties both for the jute cultivators and the 

burlap industry, which has been responsible for a large 
part of India’s foreign exchange resources. 
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The following table gives / the relative position of the 
two dominions in regard to jute acreage and production 



India 

Pakistan 

Acreage 

29% 

71% 

Production 

28% 

72% 


It is clear that the Indian Union is the biggest consumer 
of new jute while Pakistan is the biggest supplier In other 
words the prosperity of the grower of jute in East Bengal 
is dependent on the prosperity of the Indian Jute industry 

It is expected that Pakistan will set up some mills 
in her territory. This will make our productive capacity 
still more redundant 
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Question 1 — How would you measure the change in the 
general level of prices Give illustrations. i 

Answer — Tt is easy to measure changes m the price of 
any one commodity , but to measure changes in the prices 
of commodities taken together is not i-o simple , and econo- 
mists have to make use of a special mechanism which is 
known as the index number. 

The index number of prices is a measure of the changes 
which have taken place m the general level of prices as 
from a given year This starting point from which the 
changes are measured is known as the base year A number 
of commodities are selected the choice depending;; upon 
the purpose for which the index number is compiled and 
the price of each is equated to 100 It is also usual to 
assign a weight to each commodity, the “weight” being 
an indication of its importance in general consumption , 
otherwise, a large nse in the price of a commodity but 
little used m consumption may have an undue influence on the 
general index The index number of prices for the base year 
would be 100 Supposing one wants to measure the changes in 
the general level of prices after a period of five years, the price i 
of the same commodities in the fifth year from the base year 
are collected , and the percentage which each bears to the 
corresponding price m the base year is calculated. This per- 
centage figure for each commodity is then multiplied by its 
appropriate weight , and the results are added up and 
divided by the sum total of the weights The quotient gives the 
percentage which the general level of prices m the fifth year'' 
bears to that in the base year , and the difference between the 
two measures the change in the general level of prices. 

The foregoing remarks can be better explained by an 
Illustration Suppose that the prices of nee, wheat, and 
sugar were Its 1-0-0, 1-8-0 and 4-0-0 respectively in 1931 
and Rs 0-12-0, 1-0-0 and 2-0-0 respectively m 1936 
Suppose further that rice, wheat and sugar were given the 
weights of 8, 3 and 1 respectively. The change m the 
general level of prices would then be 29 per cent as seen 
from the following calculations . — 
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1931 



1936 



%o 
change 
m ’36 as 
com- 
pared 
with 

1931 

Commoditj 

Price 

per 

unit. 

Index. 

% 

i 

Weighed 

index 

jPrice 

per 

unit 

Index 

Weight. 

T3 

CD 

<-* CD 

£ a 

Bice 

Rs a p 
1-0-0 

■ 

.8 

■ 

iggj 

! 

75 

8 



Wheat 

1-8-0 

IrTjJJ 

3 



66 

3 

198 


Sugar 

4-0-0 

mi 

1 




I 



General 
level of 
prices 

... 

i 

-- 

HI 

'* 

64 


71 

29 


The figures in col umn (7) represent what is called the 
simple or unweighted index number as against the weighted 
index numbers shown in column (9) The latter is considered 
to he a more accurate measure of changes in the general level 
of prices. 

Question Z — In what manner can the banking [system of 
a country help in getting it out of a depression * 

Answer —Banking is an essential economic activity of 
human society and no country can ever hope to attain 
economic salvation unless its bankmg institutions are properly 
organised and are capable of helping it m times of financial 
difficulties Banks can do a lot m assisting a country to get 
out of depression When trade collapses the banks have a 
higher responsibility placed upon them and an appropriate 
action on their part is a matter of profound concern Loss 
of confidence at a time of trade collapse may create an 
excessive demand for cash * If cash cannot be found, several 
firms, otherwise quite solvent, share the fate of weaker fiinis 
At such a time it is desirable that a banker should lend fieely 
when undoubted secui lty ib offered to them but at a high rate 
of interest so as to economise the use of the cash available 
by discouraging those who do not pressingly need assistance 
hinny years ago bankers were apt to lose their nerve 
when trade collapsed and seek a deceptive security in a 
refusal to grant accommodation The result was almost 
invariably a panic, the path of which was strewn wuth bank- 
ruptcies, or a crisis In the losses connected with the bank- 
ruptcies the banks shared. But banks now act more tactfully 
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and crisis has become a rare occurrence The careful regulation 
by modem banks of credit granted to industry and commerce 
tends to check recurrence of crisis. 

The banks by lendmg freely to producers stimulate 
production, giving more employment and creating more 
purchasing power of people The result inevitable leads to 
the mitigation of the harmful effects of the depression. 

The Central Bank of a country equipped with the power 
of conducting open-market operations, as the Reserve Bank 
of India, can expand currency and credit and put additional 
funds into the market enabling ithe latter to provide the pro- 
ducers with capital to carry on their productive efforts 

We thus see that the whole economy of an advanced 
country is bound up with its banking system Only a frac- 
tion of the business of the world is now done without recourse 
to banker’s advances This being so, the stability of banks 
and their prudent management are essential to a country’s 
prosperity 

Question 3 — Explain the circumstances which led to the 
closing of the Indian mints in 1893 Discuss the effects of 
the same. 

Answer — In 1835 a monometallic silver currency was 
introduced under this system the silver com was a standard 
com inasmuch as its face value represented its bullion value 
Mmts were open to the free coinage of silver and any person 
could bring bullion to the mint and get it converted into coins 
The value of the rupee was, therefore, dependent upon the 
demand and supply of the metal . 

This system of currenoy worked well till 1875 when a 
change came upon the demand and supply of silver increased 
very much on account of the discovery of new silver mines 
Further several European countries viz , Germany, Sweden, 
Norway and Denmark began to demonetise silver At this 
critical moment the United States of America decided to 
repeal the Sherman Act under whioh the Government was 
required to purchase 54 million ounces of silver for annual 
coinage Eor these reasons there appeared a gradual fall in 
the gold value of silver The effect of the fall in the gold 
value of silver was felt ,.hy India more acutely than any 
other country - With the fall in the gold value of silver the 
exchange value of the rupee began to decline ; for the 
importers of, Indian commodities abroad could now pay their 
debts with silver and the consequence was a steady flow of 
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silver into India. Between 1874 and 1880 the gold value of 
silver fell from 59 to 51£d. The Indian, rate of exchange 
during the same period fell from 22 3d to 19 9d. This depre- 
ciation in the value of the rupee produced an embarrassing 
situation in India. In the first place, India’s foreign trade 
was unsettled. Every fall m the value of the rupee encouraged 
exports, and diminished imports. Secondly, the finances of 
Government were unsettled. As Government had to remit 
Home Charges which were payable in gold, all calculations in 
the budget regarding payments for Home Charges were upset 
by the fall m the value of the rupee and heavier taxation m 
rupees had to be resorted to for covering the budget deficits. 
, In the words of Sir David Barbour, "Indian finance in the 
eighties was a gamble in rains and exchange.” 

The problem which confronted the Government at this 
time was how to arrest the fall in the exchange value of the 
Tupee. A committee known as the Herschel Committee was 
appointed so that it might make recommendation concerning 
the reform that should be introduced in the currency system 
of India Ihe committee suggested that the mints should 
be closed to the pubhc for free comage of silver but that the 
mints should be used by the Government for the coinage 
of rupees if required by the public for the exchange of gold 
The gold value of the rupee was to be fixed at Is 4d because 
this was the average of the silver content of the rupee., at the 
time. 'Ihe scheme of closing the mint was based on the 
quantity theory of money. The exchange value of the rupee 
was then taking a downward course and the exchange value 
■could not be raised unless the supply of rupees was restricted. 
The closure of the mint was, therefore, the best remedy 
because it took away the privilege of the private persons to 
increase the supply of rupees by converting the bullion m 
-their possession into coins. 


The Effect of the Closure of the Mint 

After the olosmg of the mint, the exchange value of 
the rupee came to have little or no reference to the value o 
the si ver contained therein The face value of the rupe 
became higher than the bullion value because of the restrict! 
placed on the coinage of rupee. The Government came 
have a supreme control over currency affairs. Again altnoug 
the Government authorised the mints as well as the treastne 
to accept gold at the rate of Is. 4d. gold has not been m» 
legal tender thereby. The silver rupee which was reduc 
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to the position of a token continued as legal tender to an 
unlimited extent 

Effect of the Closing of Mints on Exchange 

The policy of 1893 did not yield the results that had 
been hoped for The exchange value of the rupee began to 
fall below Is 4d and by 1896 it touched 13s 6d There 
were several reasons which accounted for this continuous fall 
The apprehension caused in the minds of people brought out 
the hoarded silver into circulation Rupees from outside 
British India also sought the Indian market These diffi- 
culties were intensified until about 1896 The situation 
became so embarrassing that the question of Indian Currency 
was referred to another committee known as the Fowler 
Committee 

Question 4 — How has the export of gold m recent years 
helped in the management of our currency system ? 

A nswer — It has been urged on the side of the 
Government that the export of Gold has had a favourable 
effect on the balance of trade and has converted inert metal 
into hve currency Due to the acute depression which has 
kept the whole world m its grips (India being no exception) 
the fall m the exports fiom our country woul i have an adverse 
effect upon the rate of exchange, had their been no exports 
of gold to pay for imports of India which were in excess of 
exports during recent years It has thvs served to keep the 
rupee sterling exchange stable at Is fid and greatly impioved 
the credit of India in London and the world The export of 
gold has also produced a welcome effect on the Government’s 
financial position so far as the sterling remittances to the 
Secretary of State and the strengthening of the sterling 
reserves are concerned Exports of commodities having fallen 
down the Government would, have been faced with a serious 
problem m the absence of export bills to provide sterling funds 
to the Seci etary of State for India for meeting home charges 
and other expenditure on account of India The export of 
gold took the place of the export of the commodities and the 
supply of sterling created against the gold exports was utilised 
bv the Government for remittance purposes Further the Gold 
export has brought about an increase m the note l circulation, 
holdings of postal cash certificates, postal savings deposit and 
bank deposits and have generally created cheap money con- 
ditions in the money market. 
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Question 5 . — Compare the organisation of Central Bank- 
ing in England and the U,8 A, 

Answer —The Central Banking in England is based on 
“Single Reserve System”. The Bank of England is the 
Central Banking Institution It is a shareholder’s bank and 
enjoys certain privileges. It is the only Bank of Issue and acts 
as bankers to the Government Since all other banks through- 
out Great Britain keep an account with the Bank of 
England either directly or indirectly, the Bank of England 
occupies the unique position of the holder of the ultimate 
banking reserve The Bank of England is the support of 
the whole banking system of England. Its importance lies 
not in the volume of its busmess which is usually smaller 
than that of the major commercial banks but in its currency 
functions which enable it to regulate the whole money 
market. The Bank is a shareholders' bank but its work is 
national rather than more concern of profit makme for the 
shareholders The Bank is not allowed to do certain kinds 
of busmess which clash with its Central Bankmg functions. 

The other Banks commercial, industrial, co-operative 
etc , are independent of each other and of the Central Bank. 
There is no official connection between the various parts 
of the bankmg system but all the same there exists a cohesion, 
a sort of unrecognised but nonetheless strong connection. 
All the important hanks keep their surplus funds and accounts 
with the Bank of England, conduct clearing busmess at its 
offices, make large mutual transfers through it, make pro- 
- visions for emergency requirements and so on 

American System (U. S. A ) 

The Federal Reserve System of America is entuely 
different from the Single Reserve System of England The 
Federal Reserve System is based on the principle of federa- 
tion which implies a union of two or more components 
under a Central body for certain permanent common objects. 
The Central bankmg functions are carried on not by a single 
bank called the central bank but through district reserve 
banks under the general directions of a board vested with the 
central banking functions The vast area of the United 
States has been divided into twelve districts and in foim- 
rng these districts the state boundnes have been disregarded- 1 
In each of these twelve districts a central bank has been estab- 
lished and these are federated m the Federal Reserve Board. 
These central banks are banker’s banks and each is the pro- 



ECONOMICS 


45 i 


perty of the banks within the area of the central bank. The 
capital has been compulsorily contributed by the national 
banks in the proportion of 6 per cent of^their capital an'd 
surplus The state banks and Trust .Companies are permitted 
to be members on the same terms as the national Banks. 
An essential requirement of the Act is the compulsory keeping 
certain percentages of cash reserves of the members banks 
with their respective Federal .Reserve Bank. 

The management of each Federal Reserve Bank is m 
the hands of a board of directors and the Federal Reserve 
Board has one-third of the representation on the directorate 
of each central banks The Federal Reserve Board is a 
co-ordinating and controlling authority of the twelve central 
banks It is practically the ultimate banking authority in 
the USA The United States treasury exercises consider- 
able influence on this board The Secretary of the Treasury 
is chairman and the controller of the ourcency is also a 
member of the Board The other members are appointed 
by the president of the USA The Federal Reserve Board 
is assisted by a body known as the Federal Advisory Com- 
mittee of 12 members, each Federal Reserve Bank nominating 
one member. 

The functions of the Federal Reserve Board are mainly 
to approve the d'scount rates fixed by the Federal Reserve 
Banks, to control the clearing machinery of these banks and 
to regulate re-discounts In short it carries on those func- 
tions which central banks perform in the regulation of money 
market and in the co-ordination of financial activities 

The Federal Reserve Banks are independent of each 
other They keep accounts of member barks and of the 
Government They are also authorised to issue currency 
notes but do not enjoy complete monopoly m this respect 
as the bank of England does They can extend rediscount- 
ing facilities to the member banks and do open market 
busmess. 

It is thus apparent that the Federal- Reserve Banks 
are similar to the English Central Bank and discharge more 
or less similar functions for their respective territories In 
some ways they are more powerful both as a check and unify- 
ing influence The whole system of banking in the U.S A 
aims at decentralising central banking and' thus avoids 
concentration of credit in a single body, as m England, but 
with sufficient machinery to mobihse their aggregate resources 
whenever emergencies may arise. They, however, differ from 
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the other central Banks, say of Europe, m this respect that 
the former are not open to public business as a rule One 
more pomt to note is that the European Central Banks have 
generally first come into existence and then helped the forma- 
tion and development of general banking but the Umted States 
provides an instance of the establishment of Reserve Banks 
after the general banking had been sufficiently developed and 
so to say super imposed upon the pre-existmg system with a 
view to consolidate, control and strengthen it 

Question 6 . — How would you link [the indigenous banker 
with the Reserve Bank of India ? 

Answer — Indigenous banker consist of local monev- 
lenders comprising Mooltam and ATarwari shroffs and Hindu 
and Mohammadan Sowkars who form, so to say, the life and 
soul of petty traders in towns i e , agriculturists in villages 
The important part which the indigenous hanking institutions 
are playing m the internal credit machinery of India need not 
be elaborated here since it has been reecgnised by two such 
important bodies as the Reseive Bank and the Central Bank- 
ing Enquiry Committee They finance internal trade and the 
movement of crops to a considerable extent They aie m 
fact the only kind of banking institutions available m many 
parts of the country They play a prominent part in the 
remittance of funds from place to place by means of hoonches 
It goes without saymg, therefore, that they should be effec- 
tively linked with the Reserve Bank System if the credit 
machamsm of the country is to be properly regulated and 
controlled 

But how such a fusion is to be brought about is the 
difficult problem It is not possible for the Reserve Bank 
under the existing conditions to deal with the indigenous 
private bankers direct The number of indigenous banks 
alone would make any such direct linkin g impossible Also 
the busmess of these banks is generally of a highly personal 
and fluid character, so that any real attempt to gauge the 
amount of credit which could usefully he accorded to them 
would require personal contact which would necessitate the 
creation of an impossibly large and costly organisation” The 
Reserve Bank, therefore, suggests that the best method by 
which indigenous bankers, under existing conditions and 
circumstances, can he brought within its scope is by indirect 
linking Such indirect linking, the Reserve Bank thinks is a 
positive and practicable proposal which will ultimately lead 



ECONOMICS 


47 


to direct Jinking when the time is ripe for such a develop- 
ment. 


For direct linking the Reserve Bank postulates certain 
conditions which must be complied by the indigenous bankers 
before direct linking can take place The essential conditions 
are embodied in a tentative scheme which the Reserve Bank 
formulated in August 1937 for direct linking of private bankers 
based on the recommendation of the Centra] Banking Enquiry 
Committee and regulations relating to banking companies 
incorporated in the Indian Companies Act These conditions 
are — > 


>, 1 They must confine their business to banking proper 

as defined by the Indian Companies Act Any other business 
that they might be conducting should be wound up 'within 
a reasonable time 

2. They must mamtam proper books of account, and have 
them audited by registered accountants, the Reserve Bank will 
have the right to inspect the accounts and call for any informa- 
tion necessary to determine the financial status of the banker 

3 They must file with the Reserve Bank the periodical 
statements prescribed for scheduled banks They must also, 
m the interests of their depositors, publish the returns pres- 
cribed for banking companies by the Companies Act and be 
liable to the same penalties for non-compliance 

4 The Reserve Bank will have the right of regulating 
the business of the bankers on banking lines, when necessary. 

5 During a period of five years from the date of 
their registration as private bankers m the books of the 
Reserve Bank, they will be entitled to open an account at any' 
of the offices of the Reserve Bank and be otherwise subject to 
the- same conditions as the scheduled banks except that during 
such period they will not be required to furnish the compulsory 
deposits set out in Section 42 of the Reserve Bank Act, unless 
any of their weekly statements discloses that their time and 
demand liabilities are five times or moie m excess of their 
capita) in the business 

6 If an mdigenous banker does not incorporate himself 
' under the Companies Act, his liabilities in respect of his 

banking commitments will be unlimited. He should, therefore, 
state the amount of capital he has available for banking 



48 


ECONOMICS 


business. (Bankers with a capital of less than two lakhs need 
not apply). 

7. When required they will have to indicate 

(а) the names and the extent of interest of their business 
partners if any, and 

(б) if any of the bankers is a member of a Hindu joint 
family, the names and mterests of the co-sharers. In 
both the cases statements will be required from the 
co-sharerB that they are prepared to take their full 
share in the business and its liabilities. 

8 This Scheme will be a tentative one for a term of five 
years, but before the end of this period the Reserve Bank will 
frame proposals for legislation, if it thinks fit further to co- 
ordinate or regulate the position of the private banker. It is 
likely that such legislation would take the form of a separate 
Bank Act as suggested by the Banking Enquiry Committee or 
otherwise to standardise and co-ordinate the statuB of these 
registered private bankers v on lines m consonance with the 
scheduled banks. 

If the indigenous bankers satisfy the above conditions 
they will have the privilege of rediscount with the Reserve 
Bank against eligible paper, the right to secure advances 
against Government paper and remittance facilities similar to 
those of the scheduled Banks. 

The Shroff Association is not m favour of indirect linking 
and desires that direct linking be inaugurated immediately. 
The indigenous bankers, however, are not agreeable to observe 
some of the conditions. They disagree with the suggestions 
regarding the taking of deposits and giving wide pubhoity to 
their accounts They are also not prepared to confine them- 
selves to banking business. Thus a deadlock exist between 
the Shroffs and the Reserve Bank. The Reserve Bank is, 
therefore, not prepared to make any recommendation to the 
Government for the amendment of the Reserve Bank Act. 

It is a matter of regret that the question of establishing 
the much desired direct link haB been indefinitely postponed. 
This problem is one of proper reapproachment So long as the 
mdigenous bankers remain outside the orbit of the Reserve 
Bank the latter can neither effectively control the credit 
requirements of the [country nor unify the Indian money 
market. The Reserve Bank should relax some of the condi- 
tions prescribed for direct linking, for instance, the condition 
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of taking deposits as the principal business of the Shroff may 
be waived for a few years to begin with The Indigenous 
banker must also be prepared in the interest of his customers 
as well as in order to bring himself within the banking frame- 
work of the country, to organise his business on recognised 
banking principles and practises Direct linking can be 
possible if the private bankers confined their activities to 
banking proper and adopted modern banking methods 

Question 7 —Explain the nature of forward transactions 
in a Stock Exchange Give illustrations 

1 

Answer — There are several ways of dealing on the stock 
‘exchange the ordinary methods are either "for Money” or 
'for the Account ” "Dealing for Money” means that the 
transactions are actually paid for at the time they are made 
t e , the purchase is for ready money, consequently such 
bargains are usually cheaper in price than those made “for 
the account ” 

Dealing for the Account means that -the transaction 
will be taken and paid for, or "differences” oil thei next 
half monthly settling day following the date of purchase 
Such transactions are frequently called "Time Bargains” 
from the fact that a longer or shorter time must elapse from 
the time they are made to the day they are closed and m this 
intervening time the price of the security operated in may 
materially alter either against the speculator or in his 
favour. An operation for the Account has the option to 
close his bargain at any time before the settlement day and 
can take advantage of any slightest variation m the price 
m his favour Owing to sudden and violent fluctuations 
oaused by some monetary influence upon the price it is 
possible to close a transaction at a profit a few minutes 
after the bargain has been completed. The price of securi- 
ties bought for the Account is usually higher than that paid 
"for Money” and when this is the case there is said to be a 
contago m the forward price, for instance, if 34 per cents were 
quoted "Money 98” and “Account 98|” there should be 
a contago of ^th in the Account price. 

i 

By far the greater part of < the deahngun the Stock 
Exchange are of a purely speculative nature, made by persons 
who are unable,, or, unwilling to pay for the securities 
they purchase for or who do not possess the stooks they 
agree to sell. Suoh dealers anticipate that they will be able 
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to buy or sell again at a profit before the settlement arrives. 
Speculators of this type are called ‘'Bull" and "Bears” 

i 

iA “Bull”.' is a speculator who buys "on account” for 
' the ' rise ; he buys • m the hope of Belling to another 
■person before the settlement day. He never intends to 
take 1 up and 1 pay for his stock ' but he contracts to buy 
it in the hope that lie "will be able to .sell at a higher 
price to another person before the settlement and thus 
‘make a, profit on the transaction If a profit is made 
he merely claims the difference between his buying and 
selling price, never handling the securities at all Should, 
however, the price go down by "Contago Day” such 
speculators either have to sell their bargains at market 
"price and pay the difference necessary to balance the 
account, 'or, ’ if ■ they do not wish to actualty close np and 
abandon their 1 holding, they may, by the arrangement 
"ctoy over”'to>the next account still hoping that the 
transaction will turn out to be profitable. 

,! A ' ‘’‘Bear” is just the reverse of a "Bull” . he sells 
fora 1 fall in price. To illustrate a "Bear” transaction 
let us Suppose' that a speculator has reason * to believe 
tKafi S J .per cent will fall in' price before the next 'Settle- 
ment and that acting i m the belief he sells “for the 
Account”, say ’ Rs. 10,000 per cent at : 99, or for 

Rb. 9,900, He does' not possess the stock but if the price 
by "Contago Day” falls to, say' Rs. 98 ' he could purchase 
Rb. l6,000~ for “Rs. 9,800, thus fulfilling his contract and 
gaining Rs 100 on {the' bargain, less expenses, viz., broker- 
age, commission etc., neither delivering thte stock nor 
; receiving 1 it hut simply claiming the ‘difference between 
the buying and , selling prices On the other hand, if the 
price rose to Rs 99-8-0 ‘ there would result to him a 
loss 'of Rs / 60 which he must pay. 'Or he might elect 
to "carry over”' his bargain' till the next settlement still 
hoping' ’that the price wouId i fall sufficiently to enable him 
to close the transaction 'at a profit. 


Besides the ordmary modes of dealing, as described 
above extensive transaction' are now 'carried ‘on > by > means 
of "options”. 'This 1 is a'favohrite way < of c operating oby 
persons who 'Wish to 1 limit ( theirt 'liability, when ''speculating 
for 1 a' nse or' fall >m price! '“Options” are also extensively 
used by 1 speculators ‘to protect 'their “bulls” 1 'and “bears”. 
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An option is a mode of speculating " by which, a 
person pays down so much per cent (or so much per 
share) for the option to buy or sell a named quantity of 
stock (or so many shares) at a fixed price on a certain 
day The option to buy is termed a 'call’, the option 

to sell, a ‘put’ , and the double option to buy or sell 

a “put and call” The advantage offered by this system 
is that the profit may be unlimited while the possible 
loss is fixed at the amount paid for the option The 

option monev is not returnable in any case whether the 

transaction ends profitably or not as it ib really a premium 
paid to the dealer for taking the risk of the market 
going against him All options carry with them the 
privilege of 'being able to close at any moment before 
the contract time expires , and they may be made from day 
to' day, for one, two, three or more accounts, or for a certain 
specified date, the option price varying according to the 
securities dealt with and the length of the time for which the 
option is to run 

Question- 8 — Discuss the effects' of the First Great War 
on Indian Trade. ' 

» , t ,. 

Answer — The following tables bring out the effects of 
the War on India’s trade. 


TABLE I 

* * \ 


Value (in millions of pounds) of the overseas trade m 
total merchandise). ' ’ ’’ ‘ ' , ‘ 



1913-14 

mm 

1916-16 

j * ’ 

1916-17, 

" J * 1 

1917-18 

1918-19 

Imports 

Exports 

127.5 

166.0 

96 5 
121.4 

92.1 

133.0 

106.8 

167.9 

109.6 1 
163.3 ! 

135..7 ' 
170.2 

1 




TABLE II 


Value (in [millions of pounds) of the overseas trade 

YWoiV.1 jjli t j l5.C4.i_' I ■' > i i 


■ 


L ' Oil 

191^15 

i 

In t » 

,19 [5-, 16 



mm 

Imports' 

Exports 


96 6 , 
1^9 0 ! 

,73.1 ' 

W - 

62 8 ‘ 
140,9 j 

‘ .51.9 
lj3p.6 

4«.9 

133.5 
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In order to understand clearly the effects of the war on 
the volume of trade it is necessary to take into account the 
rise in price which took place during the war years This 
particularly applies to the imports which rose m value more 
than the exports ~ Taking lji >0 as the Index figure of prices of 
export and imports m 1913-14, while the prices of exports rose 
to 150 those of the imports jumped to 268 Even when an 
account only of the recorded values of exports and imports is 
takefi. Table 1 indicates that both branches of the foreign 
trade received a severe set-back on the outbreak of the war 
and that while the value of the exports recovered from 1916- 
17 onwards, that of exports remained behind the pre-war 
level even so late as m 1918-19 Table II, however, shows 
that there was a far more serious reduction in the volume of 
trade, especially of the import trade, which declined conti- 
nuously throughout the war years The reasons which 
contributed to brmg out this state of affairs may be summed 
up as below — 

1. The export had increased far more rapidly than 
imports on account of the urgent demand for India’s products 
by the belligerents Large quantities of sand bags for trench 
warfare and hides for the manufactures of boots for soldiers 
were required and this greatly stimulated the export in later 
years. 

2 The imports, on the other hand, had decreased on 
account of the check on the exporting capacity of the bel- 
ligerents. Trade with the allied countries like Great Britain, 
France knd Belgium' could not be maintained on tbe same 
level owing - to their preoccupation with war 

3. Imports from enemy countries ceased altogether. The 

discontinuance of trade with Germany was particularly 
serious. ' 

4. Trade with neutral'countries'was restricted in order to 
make Indian supplies available solely for the Allies. 

5 World’s exchanges became disorganised Tbe export 
“trade of India would have shown an even larger increase in 
later years of the war had it not been 'for the difficulties 
regarding export finance arising from the curtailment of the 
sale of council bills anti from Government control 

6. Throughout the war less ships were available and so 
ihe freight charges roEe very high. The tonnage difficulty 
particularly affected India on account of her greater distance 
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from ■western Europe than other suppliers of raw materials to 
Europe like the Argentine, Brazil, Canada, and the United 
States of America. 

One wholesome feature of India’s' War-time foreign trade 
was the increase in the exports of manufactures whose 
percentage to the total exports trade Tose from 22 4 per cent 
in 1913-14 to 36 6 per cent, in 1918-19 The War gave an 
artificial stimulus to Indian industries like Cotton, Jute, Leather, 
Steel and Iron and this accounts for the increase m the exports 
of manufactures. 

The war brought about an important change m the 
direction of India’s foreign trade The share of the United 
Kingdom fell during the war period from 64 1 per cent in 
1913-14 to '45 5 per cent m 1918-19, while that of Japan and 
U S. A, increased considerably Iron and steel and hardware 
previously supplied by the United Kingdom had now to he 
imported from these countries while glassw re, cotton piece- 
goods, papers, etc , had to be imported froma Japan and Dye- 
stuffs from the United States. 

On the export side, there appeared a tendency for the tem- 
porary reversion of the trade to the United Kingdom and the 
British Empire as a result of the War-time purchases and 
special measures taken to restrict Indian Trade with neutral 
Countries The result was that the share of the United 
Kingdom in the Indian exports improved from 23 4 per cent 
m 1913-1 1 to 29 2 per cent m 1918-1 1 while the share 
of British Empire as a whole increased from the pre-war 
average of 41 1 per cent to 61 7 per cent Germany disappear- 
ed altogether as a buyer from the Indian market The shares 
of Erance and Belgium were also reduced but Japan and the 
United States increased their shares appreciably. ~- 

Qvesfion 9 — What ^determines the gam from interna- 
tional trade ? 

• A -n <:ver — The principle of comparative costs lies at the 
bases of the foreign trade and determines the gam' which 
countries may derive from it Nations engage their capital 
and labour in those industries with regard to which they have 
the highest relative advantage over other nations Two 
countries A and B can both make boots, hut A can produce 
both coats and hoots more cheaply that is the same results 
cost A less labour in each It is hardly that B is better to 
the same extent in both coatB and boots; if B is ,not there 
would he gam for both by A’s concentrating upon the job in 
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which. Jbe has the greatest start and by B’s concentratii 
the job in which he is least handicapped. Let ns exan. 
matter as a little problem m arithmetic. 

Assume that there are only two countries in the 
“A” and "B” and that eaoh. produces only the -two, con 
ties, coats and boots, both of whioh are capable of 
exported. Further assume that cost of transport may be lgi 
The units of productive power are to be taken in terms oi 
of labour Imagine the case when country A has an abe 
advantage over country B in the production of 
commodities.. 

Country A 100 men employed on coats can produce 
units, 100 men employed on boots can produce 150 units in 
same time. ' 

t t \ 

Country B- 100 men employed on coats can produce 
units, 100 men employed on boots can produce . 7 5 units. 

In such circumstances there can be no trade between t 
countries since the ratio of “A’s” productivity to “B’s” 
same m each case i e 2‘ 1 . 

If, however, we substitute the following — 

' Country A 100 men employed on coats can produoe 10( 
units. ItO men employed on hoots can produce 160 units in tbi 
same time, 

1 

Country B 100 men employed on coats can produce 50 
units 100 men employed on boots can produce 100 units 

Now m cost of productive power 1 unit of coat in A is 
equal to l£ unit of boot in B 1 unit of coat is equal in cost to 

2 units of boots. 

Evidently instead of producing coats itsdlf B will be 
willing to take in exchange from A i unit of coat for any- 
thing less than 2 units of boots and A will be right glad if 
instead of producing boots it can get anything more than 
units of boots for ' unit of coats This it can get from B A 
will produce only coats and B only boots Trade, therefore, 
arises between A and B not because A. can produce coats at 
less real cost than country B but because there aie differences 
between the relative costs at which the two countries oan 
produoe This is 'the law of comparative coats and which has 
been succinctly stated by Cannes in the following terms “The 
one coniHliSn bssential'to and also sufficient for, the existence 
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of international trade is a difference in the comparative as 
contra-distinguished from the absolute cost of producing 
the commodities exohanged’’. When country A specialises, as 
she certainly will, m coats, leaving country B to specialise 
in boots, the following will be the result’ — 

Country A will have 200 men engaged m producing 200 
units of coats. ,, 

Country B will have 200 men engaged in produomg 200 
units .of boots. 

A total production Of 200 units of coats and 200 units of 

boots. 

There is thus a gam of 50 units of ooats less 50 units 
of. boots This is a net gam which stall be shared between 
A and B How this net gam will be divided * The answer 
to this question is that the division will be m proportion to 
the intensity of reciprocal demand' The advantage of 
foreign trade is that more wealth is produced and becomes 
available to the countries dealing with one another m the 
course of international commerce However, although, all 
derive a benefit, the benefit is not uniform The proportion 
m which the benefit of international trade is distributed 
among the countries depends on their relative intensity of 
demand for' each other’s goods. 

i Question 10 — Discuss> the organisation and problems 
of one of the following industries m India — 

(а) Cotton Industry. 

/ v , ' 

(б) Sugar Industry 

Answer. — When the Cotton Mill Industry was started 
on a large scale in India at the end of the last and at 1 the 
beginning of the present century, it was concentrated in, two 
centres of Bombay Presidency, viz , Ahmedabad and Bom- 
bay City and Island The early concentration of 1 the In- 
dustry m the Bombay Island has been governed by such 
, factors as abundant supply of 1 capital and credit facilities, 
the presence of cheap and speedy means of transport and 
the temporary growth of the demand for yarn 'from Chin® 
which Bombay was in an exceptionally favourable situation 
to meet Bombay was also initially' favoured with 1 an 
adequate supply of gopd ootton near at hand [ The favour- 
able situation of the citv was alB0 ft considerable advantage 
‘ from the. point of view ' of ' importation of machinery, mm* 
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store and coal. Lastly, the urge for industrialisation was 
great m Bombay than elsewhere on account of the agricul- 
tural backwardness of the Province. , But feature of post-war 
development and particularly during the last decades m 
the textile industry has been the tendency to spread through- 
out the country rather, than to concentrate in the Bombay 
Presidency. This feature has been in evidence particularly 
in Madras and Bengal. The reasons for such a tendency 
are not far to seek. Climate is now not more important a 
factor as it once was since it can be regulated in factories as 
desired by artificial methods Cotton is at present grown 
extensively m several provinces Capital is no longer shy 
in India and is forthcoming without much difficulty for the 
financing of undertakings having reasonable prospects of 
-success Again, as t India is a country of long distances, 
freight charges have become an important factor in shaping 
the lines of industrial development , consequently, decentra- 
lisation rather than concentration is the present-day tendency 
in regard to the Cotton Mill Industry Finally, labour, 
skilled and unskilled is available comparatively cheaper in 
other centres than m Bombay and Ahmedabad. For thes* 
reasons up country centres like Sholapur, Nagpur, Cawnpore, 
Delhi have rapidly developed the cotton mills. 


Until the beginning of the present century, the princi- 
pal products of the mill was yarn meant for the consumption 
of the Indian Handloom Industry and for export to China 
but the Chinese market was soon lost and the Indian Mills 
began to concentrate their energies on the production of yam 
and cloth for home consumption. Consequently, there has 
been a great advancement in the weaving branch of the 
industry and at present there is in evidence a tendency to 
increase the manufacture of finer counts, a certain amount 
of long staple cotton being imported from USA. and 
elsewhere for this purpose The industry progressed rapidly 
from the eighteen- eighties onwards m spite of the temporary 
setbacks due to plague and draught, the rise of Japanese 
competition in India’s foreign markets, exchange difficulty and. 
high prices of cotton. During the war, the industry experienc- 
ed unparalleled prosperity on account of the impossibility 
of obtaining imports from Lancashire and due to the Govern- 
- ment patronage in respect of military requirements for cotton 
goods Due, however, to the difficulty of obtaining machinery 
ind plant few new mills were constructed, the existing miUs, 
on the other hand, worked at top speed and f ®W«ned^ 
profits The Swadeshi Movement led by Mahatma Gan 
gave a further stimulus to the industry. Much improvement 
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has been made in the matter of spinning yarn of higher counts 
The cloth produced in some cases is very superior and l of 
much finer counts. The area of competition with imported 
yam and cloth has now been extended Three post-war 
years were years of boom for the Cotton Industry when huge 
profits were earned. In subsequent years, the industry, 
however, suffered from trade depression and excessive com- 
petition from Japan, in Indian markets Not only Japan 
snatched away from India the Chinese market for Indian 
exports but she also invaded the Indian market itself with 
cheap yam and piece-goods The Indian Industry, however, 
•was able to largely overcome this difficulty with the help 01 
the protection it enjoyed since 1927 The Japanese competi- 
tion also came to be regulated by the Indo- Japanese. Trade 
Agreement which restricted the maximum quantities of 
imports of Japanese piece-goods into India on a quota basis, 
Japan undertaking the import of certain quantity of Indian 
Cotton against a certain amonnt of her exports of cotton goods 
into India, 


The War Fears. — After a continuous period of almost un- 
relieved gloom extending over a period of nearly two decades,'' 
culminating m measures being actively explored with a view to 
bringing about an organised curtailment of production through- 
out the country, the war m Europe which commenced in Septem- 
ber 1939 opened up the prospect of a spell of prosperity for the 
industry Following the cessation of trade with Japan, which, 
happened to he the leading supplier of cotton textile to the 
East m Dec mber, 1941, the Indian cotton textile industry 
enjoyed a completely monopolistic position It was faced 
with a steadily' expanding demand from overseas, an increas- 
ing volume of war orders and growing domestic requirements 
for civil purposes stepped up by inflationary forces The 
cloth production was stepped up from 4,0 12 4 million yards 
■n 1939-40 to the record level of 4,870 6 million yards in 
1943-44 Yet the industry -was unab>e to mec-t the growing 
demand, and the prices were pushed up to four times the pre- 
war levels 


■ In May, 1043, the Government of India issued the cotton 
cloth and yam (control) order based on an agreement between 
the Government of India and the representatives of the 
textile industry Its objects u ere to reduce prices and stimu- 
late production by controlling the cost and snpply of mill 
stores and by regulating the price of raw cotton and by 
superintending the distribution of cloth from the mills to 
the retailers The control authorities were, however, faced 
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with a formidable task created by reduction in output' due 
to coal shortage and hartals on the one hand and growing 
demand on the other Consequently, though m the following 
two years, the prices stamped on the cloth were brought 
down by abput 60% the full benefit was not passed to the 
consumer owing to widespread black market activity, mainly 
encouraged by illicit exports due to trade regulations and 
large scale hoarding as inflation hedge. 

The latest supply position was reviewed by the Chairman 
of the Textile Control Board recently when he said" “In the 
calendar year 145 Indian cotton ■ mills produced 4,687 million 
yards of cloth and 1,625 million lbs. of yam in 1944. and 4,715 
million yards of cloth and 1|620 million lbs of yarn in 1943. 
The loss in production in 1944 is primarily due to stoppages 
of mills for labk of coal or inferior coal In 1945 a higher 
production might have been attained had it not been for a 
large number of spmdles and loom hours lost through fiartnls, 
shortage of labour, shortage of raw materials, etc. It is 
estimated that the total quantity of cloth and yarn exported 
in 1 945 would be approximately 387 million yards of cloth and 
1 3 million lbs of yarn as compared with 434 million yards 
of cloth and 18 million lbs of yarn in 1944 , Supplies of doth 
and yam for defence services m 1945 have amounted to 417 
million yards "of cloth and 25 million lbs of yarn as com- 
pared with 683 million yards of cloth and 28 million lbs of 
yarn m 1944 The net available supplies of mill made cloth 
for civilian consumption in 1945 amount, therefore, to 3,883 
million yards as compared with 3,794 million yards m 1944 
Including bandloom, it is cst, mated that tho cloth available 
for the civilian population of the sub-continent in 1945 is 
approximately 14 yards per head per annum for a population 
of 400 million ” 


Erparts. — The table below sots out 'the exports of 
cotton twist and yam from the sub-continent to its chief 
export murkots — 



1941-42 

1943-44 

1944-45 

1946-46 


lbs 

lbs. 

lbB. 

lbs 

United Kingdom 
Burma 

Straits Settlement 
Hongkong 

Syria 

Others 

3051838 

201G581G 

250G320 

3881286 

1547100 

49776205 

14000 

18022052 

8413G0 

16077053 

482900 

14014041 

Grand Total 

• 90528003 

18930962 

10918413 

14496941 
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The table below' seta out the' "exports of cotton piece-goods 
to foreign countries 


(In Thousands of yards) 


1940-4 L 


Burma 

Iran 

1 17706 

C36 

61827 

7784 

39658 

8900 

11565 

,5367 

Iraq 

5710 

19608 

77773 

12750 

25172 

31063 

Straits 

8ettlements247 19 

35133 


(E 



Aden etc 

552 

23108 

41715 

34460 

52769 

37089 

Kenya „ 

45587 

69337 

42930 

40589 

28615 

37833 

Ceylon 

2700 i 

26273 

45419 

37646 

33800 

27585 

Portuguese 

East Africa 5093 

2301 

2094 

204 

285 

818 

Others 

109477 

400584 

439149 

326788 

260816 

297755 

Grand Total 335881 

645855 

688738 

461337 

r * ' 

423021 

440510 


In relation to the world cotton textile industry, the 
Indian industry ranks second from the point of viejv of spindles ! 
and looms installed. The position of the mill industry m the 
economy of the sub-continent will be evident from the fact 
that, at the present time, it consumes more than 70 o , o of the 
total cotton crops directly giyes employment to 1 over 500,000' 
workers, and affords subsidiary employment to large numbers , 
of persons who are engaged in various trades which directly 
depend for their- existence upon the cotton mills industry. 


India is the birth place of the Cotton Industry [and the 
place of the Cotton Textile Industry m the national economy 
of India is second only to that of agriculture Alik e in capital 
sunk in the industry and the volume of employment which 
it creates and the net addition to the total wealth and income 
,of the country, it has no rival among our industries India 
is rich in her cotton resources , she has the requisite labour 
to supply for the Cotton Textile Industry there is no dearth 
of industrial capital , and captains of industry who are 
prepare'd to shoulder the risks of the^venture are forthcoming 
tndiit with its’ vast population affords a 1 greht market for the 
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home products. The prospects of the industry are not dark but, 
of courtee, the industry requires to be organised on sound lines 
and. competition with older and strong foreign countries 
is kept at arm’s length by protected duties of such like 
measures There are also certain other matters which 
deserve the close attention of the mill-owners, if they 
desire to consolidate their positions for future em- 

ergencies Firstly, the benefits of the present revival should 
be utilised in the set purpose of stabilising the industry on a 
finer basis. Frittering away higher earnings on bumper 
dividends and bonus without giving any thought to the 
uncertainties of the future will have to 'be [avoided The 
lessons of tbe past are too poignant to be retold. Secondly, 
there is the question of the exploration of [the possibility of 
corporate advertising to 'boost’ Indian Mill Cloth. The 
creation of a central publicity organisation financed by leading 
Mill-owner’s Organisation mainly for press advertisements and 
propaganda purposes should be one of tbe first efforts for 
the drive towards prosperity. 

The industry* suffers from a basic weakness. .As in 
1919 so in 1948 it depends on foreign countries for supply 
i of textile machinery, spare parts and oils, chemicals and; 
even long stapled cotton. 


,1 he industry needs rationalisation m many .respects- 
m the use of improved machinery improved labour efficiency, 
bej-ter purchases of raw materials, m the standardisation 
of products and m the marketing, management and finance 
of the 'industry. 


There has been regional specialisation m. tbe cotton 
industry Bombay produce cloth 'mainly of light texture 
from medium and higher count yam. Ahmedabad has 
specialised m Dhotis and Saris Madras produces high class 
cotton coatings, and bleached shirting*, and drills Southern 
India has developed a large spinning industry. Mills in 
northern India produce, mostly coarser cloth. 


The last v ar has no doubt disturbed this specialisation 
It is suggested that mill products should be standardised 
and certain mills should be asked to produce certain quan- 
tities Efforts shouid be made at simplification, specialisa- 
tion and standardisation of products. Duplication of work 
should he avoided and uneconomic machinery eliminated. 
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Bombay had the initial concentration of the industry 
although in this century the textile industry has spread to 
the mtenor A time has come when the industry should be fur- 
ther decentralised if it is to be put on a healthy basis Now 
that hydro-electric schemes are be ng developed all over the 
country and cotton is grown practically everywhere the 
industry can develop in areas with large ,and prosperous 
population 


Labour problem is the most difficult to. tackle. Labour 
has grown more conscious, economically and politically 
during the war years The worker is not satisfied with a 
living wage He wants a share m the management and- 
ownership of the concern m which he works No doubt 
labour was exploited in the past by the industrialists and ' 
their own personal benefits Steps should be taken to ensure ' 
that labour is treated fairly well But , labour should also 
'be in a reasonable frame of mmd They should “work more 
-and get more” and should not “go slow and expect more”. 
They should realise that rights and Labilities 'should go 
together ° 

» 

Lastly, the industry should devote attention to the 
development of technical education and education m the art 
of mill management So far finance without the accompani- 
ment of technical education has dominated the industry. 
This gap must be bridged over as early as possible 


Planning should be on all-India basis and the distribu- 
tion of new plants and extensions of the existing plants 
should follow territorial divisions of India. 

(2) Sheltered behind an adequate tariff wall, the Indian 

sugar .industry has made phenomenal progress in spite of 
the economic depression The mam difficulty in the way 
°S ® 2 * * * * * 8 ^ a ^ M hmg new large factory industries during recent years 

of depression has been that finding a party or company able 
■or willing to ’face financial risks involved In the case of 

sngar industry, the risk was removed by tariff legislation 
Besides the duty, various other speoial advantages — conse- 

quent upon the depression —have helped the rapid growth of the 

industry Low price of land and materials as also of ' 

machinery— all these factors have contributed to the re- 
' jmarkable development of the industry The year 1930-31 is 
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a landmark in the history of sugar industry. It was in 
this year, that' the question of protection of the , Sugar .industry 
was .referred to the Tariff Board by the Government., From 
13th September 1931 an import duty of Its 9-11-0 per ewt. 
was imposed on all imports of sugar — a protective duty of 
almost 200% on the price at which sugar was .then being 
imported from Java. 

The progress of the industry after the grant of protection 
.has; been phenomenal, as can be seen from the fact that 
while in 1932-33, the number of sugar mills was only 67 it 
increased, to over 137 m 1935-36 and to 151 in 1943-44 hut 
came down to 140 in, the following years. ' 
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The sugar industry was controlled since 1942 bv the 
Government of India, and this control was maintained all 
throughout the period of the war and upto 10th December 
1947, when control over sugar was lifted Along with sugar 
production of gur was also controlled While the control 
succeeded to a certain extent in achieving its object, namely 
check over indiscriminate nse in prices, it failed to increase 
production of sugar, although it was the avowed object of 
the Government to increase production With the decontrol 
of sugar and the fixation of higher prices of sugar by the 
Government of India, with effect from the 1947-48 crushing 
season, m order to enable them to enhance the minimum 
price of the raw materials, namely, sugarcane, from Be 1/4/- 
per maund to Bs 2/- per maund m the U P. and Bihar, 
principal sugar-producing provinces of the country, 'it is' 
hoped that larger quantities of sugarcane will be available to 
sugar mills for crusnmg, and that consequently production of 
sugar mill increase in order to meet the requirements of sugar 
m the country which have been steadily going up since the 
last few years. 


Capital Uuilay.—The capital invested at the present 
time m the sugar industry is roughly of the order of 35 crores 
of rupees The Sugar Panel estimated that the total cost of 
machinery required for (a) fuller exploitation of the mri«tm g 
capacity of the sugar factories, (b) enhancement of the 
capacity of the existing small plants, and (c) construction of 
20 new factories of 1,000 tons of cane per day crushing 
capacity, would be about 11-12 crores of rupees If to this 
we add the cost of establishment 26 new factories decided by 
the Government of India while reviewing the reeommenda - ' 
turns of the Sugar Pane] in- 1947, the total cost would be 
about 22 crores of rupeeB for the machinery. 

A large bulk of the existing sugar machinery had been 
imported from various countries, e g , U K., Germany, Czecho- 
slovakia, France, etc but it is ^impossible that in the years 
to come certain units of the sugar machinery can be fabricat- 
ed in India, and if the new plants are fabricated in India, it 
would be of great help to the engineering industry of the country 
as well. 


Import Potsibilitits — Although production of sugar m 
India at the present time is slightly less than its estimated 
consumption, it is not likely that there will be any large-sized 
import of sugar from foreign countries, firstly, because pro- 
duo tion of sugar in the world 16 at present smaller than the 
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of taking deposits as the principal business of the Shroff may 
he waived for a few years to begin with The Indigenous 
banker must also be prepared in the interest of his' customers 
as well as in order to bring himself within the banking frame- 
work of the country, to organise his business on recognised 
banking principles and practises Direct linking can bo 
possible if the private bankers confined 'their activities to 
banking proper and adopted modern banking methods 

Question 7 — Explain the nature of forward transactions 
m a Stock Exchange Give illustrations 


Answer — There are several ways of dealing on the stock 
‘exchange the ordinary methods are either "for Money” or 
‘for the Account ” "Dealing for Money” means that the 
transactions are actually paid for at the time they are made 
»e, the purchase is for ready money, consequently such 
bargains are usually cheaper m price than > those made "for 
the account ” 


Dealing for the Account means that the transaction 
will be taken and paid for, or “differences” on the' next 
half monthly settling day following the date of purchase. 
Such transactions are frequently called "Time Bargains” 
from the' fact that a longer or shorter time must elapse from 
the time 'they are made to the day they are closed and m this 
intervening time the price of the security operated in may 
materially alter either against the speculator or in his 
favour An operation for the Account has the option to 
close his bargain at any time before the settlement day and 
can take advantage of any slightest variation m the pnoe 
m his favour Owing to sudden and violent fluctuations 
caused by some monetary influence upon the price it is 
possible to close a transaction at a profit a few minutes 
after the bargain has been completed. The price of secun- 
8 ^he Account is usually higher than that paid 

tor Money” and when this is the case there is said to be a 
contago m. the forward price, for instance, if 3 J per cents were 
quoted "Money 98” and "Account 981” there should be 
* contago of |th m the Account price. 


Excha y ^ Skater part of the dealing m the Stock 
vho are °* a speculative nature, made by persons 

thev n ^ na ^ e unwilling to pay for the securities ' 
arn-oA ? Ur °Ti ase ^ or or w bo do not possess the stocks they 
sell* Such dealers anticipate that they will be able > 
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to buy or eell again at a profit before the settlement arrives. 
Speculators of this type are called “Bull” and "Bears”. 

A "Bull” is a speculator vho buys "on account” for 
the rise ; he buys m the hope of selling to another 
person before the settlement day He never mtend6 to 

take up and pay for his stock but he contracts to buy 
it in the hope that he -will be able to sell at a higher 
price to another person before the settlement and thus 
make a profit on the transaction If a profit is made 
he merely claims the difference between his buying and 
selling price, never handling the securities at all. Should, 
however, the price go down by "Contago Day” such 
speculators either have to sell their bargains at market 
price and pay the difference necessary to balance the 
account, or, if they do not wish to actually close up and 
abandon their holding, they may, by the arrangement 
"carry over” to-the next account still hoping that the 
transaction will turn out to be profitable 

A "Bear” is just the reverse of a "Bull” he sells 
for a fall in price. To illustrate a “Bear” transaction 
let ub suppose that a speculator has reason to believe 
that Hi per cent, will fall in price before the next settle- 
ment and that acting m the belief he sells "for the 
Account”, say Be 10,000 3J per cent at 99, or for 
Bs 9,900, He does not possess the stock but if the price 
by "Contago Day” falls to, say Bs. 98 he could purchase 
Bs. 10,000 for Bb. 9,800, thus fulfilling his contract and 
gaining Bs. 100 on [the bargain, less expenses, viz., broker- 
age, commission etc., neither delivering the stock nor 
receiving it but simply claiming the difference betweeD 
the buying and selling prices. On the other hand, if the 
price rose to Bs 99-8-0 there would result to him a 
loss of Bs. 150 which he must pay Or he might elect 
to "carry ever” his bargain till the next settlement still 
hoping that the price would fall sufficiently to enable him 
to close the transaction at a profit. 


Besides the ordinary modes of dealing, as described 
above extensive -transaction are now earned on by means 
of "options”. This is a favourite way of operating by 
persons who wish to limit their liability when speculating 
for a rise or fall «m price. "Options” are also extensively 
used by speculators to protect their "bulls” and "bears”. 
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An T option is a mode of speculating P by which a 

person pays down so much per cent (or so much per 

share) for the option to buy or sell a named quantity of 
stock (or so many shares) at a fixed price on a certain 
day The option to buy is termed a 'call 1 , the pption 
to sell, a ‘put’ , and the double option to buy or sell 
a “put and call”. The advantage offered by this system 
is that the profit may be unlimited while the possible 
loss is fixed at the amount paid for the option The 

option money is not returnable in any case whether the 

transaction ends profitably or not as it is really a premium 
paid to the dealer for taking the risk of the market 
going against him All options carry with them the 
privilege of being ‘ able to close at any moment before 
the contract time expires , and they may be made from day 
to day, for one, two, three or more accounts, or for a certain 
specified date, the option price varying according to the 
securities dealt with and the length of.the time for which the 
option is to run. ' 

Question- 8 . — Discuss the effects of the First Great War 
on Indian Trade. 

Answer . — The folio wmg tables bridg out the effects of 
the War on India’s trade. 

TABLE I 

Value (m millions of pounds) of the overseas trade in 
total merchandise) ' , 


r 

1913-14 

1914-15 

1916-16 

1916-17. 

r 1 

1017-18 

1918-19 

Imports 

127.5 

96.5 

92 1 

106.8 

109 6 

1^.7 

Exports 


1214 

- » • 

13,3 0 

1 i 

167.9 , 

i j » M i » 

163,3. 



TABLE II 

■ Value (in (millions of pounds) of i the' ovefskas trhde 
(total, merchandise calculated at the price' ctirreht’ in 1 19T3- r 14). 



1913-14 

1914-15 

1915-16 

19116-17 

■ r ■ la I’i 


Imports 

Exports 


:96.6 

119.0 

*73.1 1 
129.1 

62.8 
140.9 ' 

51.9 

130.6 

46.9 

133.6 
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In order to understand clearly the effects of the war on 
the volume of trade it is necessary to take into account the 
rise in price which took place during the war years This 
particularly applies to the imports which rose in value more 
than the exports. Taking 100 as the Index figure of prices of 
export and imports m 1913-14, while the prices of exports rose 
to 150 those of the imports jumped to 268. Even when an 
account only of the recorded values of exports and imports is 
taken. Table 1 indicates that both branches of the foreign 
trade received a severe set-baok on the outbreak of the war 
and that while the value of the exports recovered from 1916- 
17 onwards, that of exports » remained behind the pre-war 
level even so late as in 1918-19 Table II, however, shows 
that there was a far more serious reduction in the volume of 
trade, especially of the import trade,' which declined conti- 
nuously throughout the war years The reasons which 
contributed to bring out this state of affairs may be summed 
up as below— , ■ 

1. The export had moreased far more rapidly than 
imports on account of the urgent demand for India’s products 
by the belligerents Large quantities of sand bags for trench 
warfare and hides for the manufactures of boots for soldiers 
were required and this greatly stimulated the export in later 
years. 1 

2. The imports, on the other hand, had decreased on 
accouut of the check on the , exporting capacity of the bel- 
ligerents. Trade with the allied countries like Great Britain, 
[France and Belgium could not be maintained on the same 
level owing to their preoccupation with war 


3. Imports from enemy countries ceased altogether. The 

■ciscontinuance of trade with Germany was particularly 
serious. ’ • 

4. Trade with neutrallcountries was restricted m order to 
make Indian' supplies available solely for the Allies. 


5 World’s exchanges became disorganised. The export 
-trade of India would have shown an even larger increase m 
later years of the war. had it not been for the difficulties 
regarding export finance arising from the curtailment of tho 
calc of council hills and from Government control 

6 Throughout the war less ships were available and so 
the freight charges rose very high. The tonnage difficulty 
j-oiticulnrly affected India on account of her greater distance 
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from! western Europe than other suppliers of raw materials to 
Europe like the Argentine,, Brazil, Canada, and the United* 
States of America. 

One wholesome feature of India’s War-time foreign trade 
was the increase in the exports of manufactures whose 
percentage to the total exports trade rose from 22 4 per cent 
in 1913-14 to 36 6 per cent, m 1918-19 The War gave an 
artificial stimulus to Indian industries like Cotton, Jute, Leather, 
Steel and Iron and this accounts for the increase mthe exports 
of manufactures. 

The war brought about an important change in the 
direction of India’s foreign trade The share of the United 
Kingdom fell during the war period from 64 1 per cent in 
1913-14 to 46 5 per cent in 1918-19, while that df Japan and 
U S. A, increased considerably Iron and steel and hardware 
previously supphed by the United Kingdom had now to be 
imported from these countries while gjassw re, cotton piece- 
goods, papers, etc , had to be imported froma Japan and Dye. 
stuffs from the United States. 

On the export side, there appeared a tendency for the tem- 
porary reversion of the trade to the United Kingdom and the 
British Empire as a result of the War-time purchases and 
special measures taken to restrict Indian Trade with neutral 
Countries The result was that the share of the United 
Kingdom in the Indian exports improved from 23 4 per cent, 
in 1913-14 to 29 2 per cent in 1918-1 > while the share 
of British Empire as a whole increased from the pre-war 
average of 41.1 per cent to 61 7 per cent Germany disappear- 
ed altogether as a buyer from the Indian market The shares 
of France and Belgium were also reduced but Japan and the 
United States increased their shares appreciably. 

Question 9 — What [determines the gam from interna- 
tional trade ? 

An suer — The principle of comparative costs lies at the 
bases of the foreign trade and determines the gam which 
countries may derive from it Nations engage their capital 
and labour m those mdustnes with regard to which they have 
the highest relative advantage over other nations Two 
countries A and B can both make bootB, but A can produce 
both coats and boots' more cheaply that is the same results 
cost A less labour in each It is hardly that B is better to 
the same extent m both coats and boots; if B is not there 
would he gain for both by A’s concentrating upon the job in 
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which, he has the greatest start and by B’s concentrating upon 
the job in which he is least handicapped. Bet us examine the 
matter as a little problem in arithmetic. 

Assume that there are only two countries m the world 
"A” and “B” and that each produces only the >two commodi- 
ties, coats and boots, both of which are capable of being 
exported. Further assume that cosflfrf transport may be ignored. 
The units of productive power are to, be taken in terms of days 
of labour. Imagine the case when country A has an absolute 
v advantage over country B in the production of both 
commodities 

Country A 100 men employed on coats can produce 100 
units; 100 men employed on boots can produce 150 units in the 
same time. 

Country B: 100 men employed on coats can produce 50 
units, 100' men employed on boots can produce 75 units. 

In sucb circumstances there can be po trade between the 
countries since the ratio of “A’s” productivity to “B’s” is 
same in each case t. e. 2 1. 

If, however, we substitute the following — 

Country A’ 100 men employed on coats can produce 100 
units' 100 men employed on boots can produce 150 units m the 
same time. 

Country B 100 men employed on coats can produce 50 
units 100 men employed on boots can produce 100 units. 

Now m cost of productive power 1 unit of coat m A is 
equal to 1£ unit of boot' in B 1 unit of coat is equal in cost to 
2 units of boots. 

. Evidently instead of producing coats itself B will bo 
willing to take m exchange from A i unit of coat for any- 
thing less than 2 units of boots and A will be right glad if 
instead of producing boots it can get anything more than 1£ 
units of boots for I unit of coats This it can get from B A 
will produce only coats and B only boots. Trade, therefore, 
arises between A and B not because A can produce coats at 
less real cost than country B but because there are differences 
between the relative costs at which the two countries can 
produce This is the law of comparative coats and which has 
been succinctly stated by Cannes m the following terms “The 
one condition essential to and also sufficient for, the existence 
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of international trade is a difference in the comparative as 
contra-distinguished from the absolute, cost of producing 
the commodities exchanged” When country A specialises, as 
> 8 he certainly will, in coats, leaving coiintry B to specialise 
in boots, the following will he the result — 

Country A will have 200 men engaged in produoing 200 
units of coats. 

Country B will have 200 men engaged in produoing 200 
units of boots. 

A total production of 200 units of coats and 200 units of 
boots. , 

There is thus a gain of oO units of coats less 60 units 
of boots This is a net gam whioh shall be shared between 
A and B. How this net gam will be divided ' l The answer 
to this question is that the division will be in proportion to 
the intensity of reciprocal demand 1 The advantage of 
foreign trade is that more wealth is produced and becomes 
available to the countries dealing with one another in the 
course of international commerce However, although, all 
derive a benefit, the benefit is not uniform The proportion 
m which the benefit of international trade is ^distributed 
among the countries depends on their relative intensity of 
demand for each other’s goods. 

Question 10 — Discuss' the organisation and problems 
of one of the following industries m India . — _ 

( а ) Cotton Industry. 

(б) Sugar Industry. , 

Answer — When the Cotton Mill Industry was started 
on a large soale in India at the end of the last and at the 
-beginning of the present oentury, it was concentrated m two 
centres of Bombay Presidency, viz , Ahmedabad and Bom- 
bay City and Island The early concentration of the In- 
dustry m the Bombay Island has been governed by such 
factors as abundant supply of capital and oredit facilities, 
the presence of cheap and speedy means of transport and 
the temporary growth ' of the demand for yam from China 
which Bombay was in an' exceptionally favourable situation 
to meet Bombay was also initially favoured with an 
adequate supply of good cotton near at hand' The favour- 
able situation of the city" was also a considerable advantage 
from the point of view of importation of machinery ^ mills 
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store and coal. Lastly, the urge for industrialisation was 
great in Bombay than elsewhere on account of the agricul- 
tural backwardness of the Province. But feature of post-war 
development and particularly during the last decades in 
the textile industry has been the tendency to spread through- 
out the country rather than to concentrate m the Bombay 
Presidency. This feature has been in evidence particularly 
in Madras and Bengal The reasons for such a tendency 
are not far to seek. Climate is now not more important a 
factor as it once was since it can be regulated in faotones as 
desired by artificial methods Cotton is at present grown 
extensively in several provinces. Capiial is no longer shy 
m India and is forthcoming without much difficulty for the 
financing of undertakings having reasonable prospects of 
success Again, as India is a country of long distances, 

' freight charges have become an important factor m shaping 
the lines of industrial development ; consequently, decentra- 
lisation rather than concentration is the present-day tendency 
' in regard to the Cotton Mill Industry Finally, labour, 
skilled and unskilled is available comparatively cheaper in 
other centres than in Bombay and Ahmedabad. For thess 
~ reasons up country centres like Sholapur, Nagpur, Cawnpore, 
Delhi have rapidly developed the cotton mills. 


Until the beginning of , the present century, the princi- 
pal products of the mill was yarn meant for the consumption 
of the Indian Handloom Industry and for export to China 
bnt the Chinese market was soon lost and the Indian Mills 
’ began to concentrate their energies on the production of yam 
and cloth for home consumption Consequently, there has 
been a great advancement m the weavmg branch of the 
industry and at present there is in evidence a tendency to 
increase the manufacture of finer counts, a certain amount 
of long staple cotton being imported from U b A. and 
elsewhere for this purpose The industry progressed rapidly 
from the eighteen-eighties onwards in spite of the temporary 
' setbacks due to plague and draught, the rise of Japanese 
competition m India’s foreign markets, exchange difficulty and 
high prices of cotton. During th e war, the industry experienc- 
ed unparalleled prosperity on account of the impossibility 
of obtaining imports from Lancashire and due to the Govern- 
ment patronage m respect of military requmements for cotton 
goods Due. however, to the difficulty of obtaining machinery 

and plant few new mills were constructed, the existing mill , 

on the other hand, worked at top speed and obtained high 
profits. The Swadeshi Movement led by Mahatma Gandhi 
"gave a further stimulus to the industry. Much improvement 
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,has been made m the matter of spinning yarn of higher counts. 
The cloth produced in some cases is very superior and of 
much finer counts. The area of competition with imported 
yam and cloth has now been extended Three post-war 
years 'Were years of boom for the Cotton Industry when huge 
profits were earned. In subsequent years, the industry, 
however, suffered from trade depression and excessive com- 
petition fro in Japan, in Indian markets Not only Japan 
snatched away from India the Chinese market for Indian 
exports but she also invaded the Indian market itself with 
eheap yarn and piece-goods The Indian Industry, however, 
was able to largely overcome this difficulty with the help of 
-the protection it enjoyed since 1927 The Japanese competi- 
tion also came to be regulated by the Indo-Japanese Trade 
Agreement which restricted the maximum quantities of 
imports of Japanese piece-goods into India on a quota basis, 
Japan undertaking the import of certain quantity of Indian 
Cotton against a certain amount of her exports of cotton goods 
into India, 

The War Years . — After a continuous period. of almost un- 
relieved gloom extending over a period of nearly two decades, 
culminating m measures being actively explored with a view to 
bringing about an organised curtailment of production through- 
out the country, the war m Europe which commenced in Septem- 
ber 1939 opened np the prospect of a spell of prosperity for the 
industry Following the cessation of trade with Japan, which 
happened to be the leading supplier of cotton textile^ to the 
East m Dec- mber, 1941, the Indian cotton textile industry 
enjoyed a completely monopolistic position It -was faced 
with a steadily expanding demand from overseas, an increas- 
ing volume of war orders and growing domestic requirements 
for civil purpose^ stepped up by inflationary forces The 
cloth production was stepped np from 4,0 12 4 million yards 
>n 1939-40 to the record level of 4,870 6 million yards in 
1943-44 Yet the industry was unable to meet the growing 
demand and the prices were pushed up to four times the pre- 
war levels 

' May, 194 3, the Government of India issued the cotton 
cloth and yarn (control) order based on an agreement between 
the Government of India and the representatives of the 
textile mdustiy Its objects werye to reduce prices and stimu- 
late production by controlling the cost and supply of mill 
stores and by regulating the price of raw cotton and by 
superintending the distribution of cloth from the mills to 
the retailers. The control authorities were, however, faced 
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with a formidable task created by reduction in output due 
to coal shortage and hartals on the oho hand and growing 
demand on the other. Consequently, though in the following 
two years, the prices stamped on the cloth were brought 
down by about 60% the full benefit was not passed to the 
consumer owing to widespread blaok market activity, mainly 
■encouraged by illicit exports due to trade regulations and 
large scale hoarding as inflation hedge. 

The latest supply position was reviewed by the Chairman 
of the Textile Control Board recently when he said : “In the 
calendar year 145 Indian cotton ' mills produced 4,687 million 
yards of cloth and 1,625 'million lbs of yam in 1944 and 4,716 
mil lion yards of cloth and 1,620 million lbs. of yam in 1943. 
The loss in productionln 1944 is primarily due to stoppages 
of mills for lack of coal or inferior coal. In 1945 a higher 
production might have been attained had it not been for a 
large number of spindles and loom houra lost through hart'ils, 
shortage of labour, shortage of raw materials, eto. It is 
estimated that the total quantity of cloth and yarn exported 
in i 945 would be approximately 387 million yards of cloth and 
13 million, lbs of yarn as compared with 434 million yards 
of cloth and 18 million lbs - of yarn m 1944 Supplies of cloth 
and yam for defence services in 1945 have amounted to 417 
million yards "of cloth, and 25 million lbs of yam as com- 
pared with 583- million yards of cloth and 28 million lbs. of 
yam in 1944.' The net available supplies of mill made cloth 
for civilian consumption m 1945 amount, therefore, to 3,883 
million yards as compared with 3,794 million yards m 1944 
Including handloom, it is estimated that the cloth available 
for the civilian population of the sub-continent in 1945 is 
approximately 14 yards per head per annum for a population 
of 400 million.” 


Exports . — The table below sets out 'the exports of 
cotton twist and yam from the sub-continent to its chief 
export markets — > 



1941-42 

1943-44 

1944-45 

1946-46 


lbs 

lbs. 

lbs. 

lbs 

United Kingdom 

3651838 




Burma 

29165816 




Straits Settlement 

2506320 




Hongkong 

3881286 




Syria 

1547100 

14000 

841360 

482900 

Others 

,49776205 

18922952 

16077053 

14014041 

.Grand Total- 

90528563 

18936952 

16918413 

14496941 
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The table below aeta out the ^exports of cotton piece-goods 
to foreign countries 


(In Thousands of yards). 

1940-41 


Burma 

117706 

61827 




’ ' 

Iran 

C36 

7784 

39658 

8900 

11565 

5367 

Iraq 

6710 

19608 

77773 

12750 

25172 

34063 

Straits 

Settlements247 19 

35133 


EE 


• •• 

Aden etc. 

552 

23108 

41715 

34460 

52769 

37089 

Kenya „ 

45587 

69337 

42930 

40589 

28615 

37833 

Ceylon 

27001 

26273 

45419 

37646 

33800 

27585 

Portuguese 

East Africa 5093 

2301 

2094 

204 

285 

818 

Others 

109477 

400584 

439149 

326788 

260816 

• 297755 

Grand Total 336881 

645855 

688738 

461337 

423021 

440510 


In relation to the world cotton textile industry, the 
Indian industry ranks second from the pomt of view of spindles 
and looms installed The position of the mill industry in the 
economy of the sub-continent will be evident from the fact 
that, at the present time, it consumes more than 70% of the 
total cotton crops directly gives employment to over 600,000 
workers, 'and affords subsidiary employment to large numbers 
of persons who are engaged in various trades which directly 
depend for their existence upon the cotton mills industry. 

Ihdia is the birth place of the Cotton Industry [and the 
Place of the Cotton Textile Industry in the national economy 
of India is second only to that of agnoulture Alike in capital , 
sunk in the industry and the volume of employment wbioh 
Creates and the net addition to the total ' wealth and income 
the country, it has no rival among our industries India 
rl °h in her cotton resources ; she has the requisite labour 
to supply , for the Cotton Textile Industry there is no dearth 
of industrial capital, and captains of industry who are 
Prepared to shoulder the .risks of the.venture are forthcoming 
redia with its vast .population , affords a great market for the ^ 
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home products. The prospects of the industry are not dark but., 
of course, the industry requires to be organised on sound lines 
and competition with older and strong foreign countries 
is kept at arm’s length by protected, duties of such like 
measures. There are also certain other matters which 
deserve the close attention of the mill-owners, if they 
desire to consolidate their positions for future em- 
ergencies. Firstly, the benefits of the present revival should 
he utilised m the set purpose of stabilising the industry on a 
finer basis. Frittering away higher earnings on bumper 
dividends and bonus without giving any thought to the 
uncertainties of the future will have to be [avoided. The 
lessons of the past are too poignant to he retold. Secondly, 
there is the question of the exploration of t the possibilty of 
corporate advertising to 'boost’ Indian Mill Cloth. The 
creation of a central publicity organisation financed by leading 
Mill-owner’s Organisation mainly for press advertisements and 
propaganda purposes should be one of the first efforts for 
the drive towards prosperity. 

The industry’ suffers ' from a' basic weakness. As in 
1919 so in 1948 it depends on foreign countries for supply 
i G f textile machinery, spare parts and oils, chemicals and 
' even long stapled cotton. 


The industrv needs rationalisation m many respects 
in the use of improved machinery improved labour efficiency, 
betto purchases of raw materials, in the standardisation 
of products and m the marketing, management and finance 
of the industry. 


There has been regional specialisation in the cotton 

SMS p? 

■ g gSiV » l«g« spiraling njdnstiy. Mils » 
northern India produce mostly coarser - cloth. , 


The last war has no doubt disturbed this spemalisat on 
It is suggested that mill products should he standardised 
and certain mills should be asked to produce certain quan- 
tities Efforts should he made at simplification, B I e , el ® ’ 

Sand standardisation- of products Duplication of wod= 
should be avoided and uneconomic machinery e 
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Bombay had the initial concentration of the industry 
although in this century the textile industry has spread to 
the interior A time has come when the industry should be fur- 
ther decentralised if it is to be put on a healthy basis NoV 
that hydro-electric schemes are be ng developed all ovei the 
country and cotton is grown practically everywhere the 
industry can develop in areas with large .and prosperous 
population. 

t 

Labour problem is the most difficult to tackle. Labour 
has grown more conscious, economically and politically 
dunng the war years The worker is not satisfied with a 
living wage He wants a share in the .management and 
ownership of the concern in which he works ' No doubt 
labour was exploited m the past by the industrialists and 
their own personal benefits Steps should be taken to ensure 
that labour is- treated fairly well But labour should also 
be m a reasonable frame of mind They should “work more 
and get more” and should not “go slow and expect more”. 
They should realise that rights and liabilities should go 
together 


Lastly, the industry should devote attention to the 
development of technical education and education in the art 
of mill management So far finance without the accompani- 
ment of techmcal education has dominated the industry. 
This gap must be bridged over as early as possible 


Planning should be on all-India basis and the distribu- 
tion of /new plants and extensions of the existing plants 
should follow territorial divisions of India. 

(2) Sheltered behind an adequate tariff wall, the Indian 
sugar .industry 'has made phenomenal progress in spite of 
the economic depression The mam difficulty m the way 
of establishing new large factory industries during recent years 
of depression has been that finding a party or company able 
or willing to ‘face fmancial risks involved. In the case of 
sugar industry, the risk was removed by tariff legislation. 
Besides - the duty, various other special advantages-— conse- 
quent upon the depression — have helped the rapid growth of the 
Industry Low price of land and materials as also of 
machinery — all these factors have contributed to the re- 
markable development of the industry. The year 1930-31 is 
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a landmark in the history of sugar industry. It was m 
this year, that the question of protection of the Sugar industry 
was deferred to the Tariff Board by the Government Prom 
13th September 1931 an import duty of Rs 9-11-0 per cwt 
was imposed on all imports of sugar — a protective duty of 
almost 200% on the price at which sugar was then being 
imported from Java. 


The progress of the industry after the grant of protection 
has been phenomenal, as can be seen from the fact that 
while in 1932-33, the number of sugar mills was only 57 it 
increased to over 137 in 1935-36 and to 161 m 1943-44 but 
c'ame dbwn to 140 m the following years 
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The sugar industry was controlled since 1942 by. the 
Government of India, and this control was maintained all 
throughout the period of the war and upto 10th December, 
1947, when control, over sugar was lifted Along with sugar, 
production of gur was also controlled. While the control 
succeeded to a certain extent m achieving its object, namely, 
check over indiscriminate rise m prices, it failed to increase 
production of sugar, although at was the avowed objeot of 
the Government to increase production. With the decontrol 
of sugar and the fixation of higher prices of sugar by the 
Government ( of India, with effect from the 1947-48 crushing 
season, in order to enable them to enhance the minimum 
price of the raw materials, namely, sugarcane, from Re. 1/4/- 
per maund to Rs. 2/- per maund in the U P. and Bihar, 
principal sugar-producing provinces of the country, it is 
hoped that larger quantities of sugarcane will be available to 
sugar mills for crusmng, and that consequently production of 
sugar nul l increase m order to meet the requirements of sugar 
m the country which have been steadily going up since the 
last few years 

Capital Uuilay . — The capital invested at the present 
time in the sugar industry is roughly of the order of 35 crores 
of rupees The Sugar Panel estimated that the total cost of 
machinery required for (a) fuller exploitation of the existing 
capacity of the sugar factories, (b) enhancement of the 
capacity of the existing small plants, and (c) construction of 
20 new factories of 1,000 tons of cane per day crushing 
capacity, would be about 11-12 crores of rupees. If to this 
we add the cost of establishment 25 new ^factories decided by 
the Government of India while reviewing the recommenda- 
tions of the Sugar Panel in 1947, the total cost would be 
about 22 crores of rupees for the machinery. 

A large bulk of the existing < sugar machinery had been 
imp orted from various countries, e.g., U K., Germany, Czecho- 
slovakia, France, etc. but it is 'impossible that in the years 
to come certain units of the sugar machinery can be fabricat- 
ed in India, and lf.the new plants are fabricated in India, it 
would be of 'great help ‘to the engineering industry of the country 
as well. 


Import Possibilities. — Although production of sugar in 
India at the present time is slightly less than its estimated 
consumption, it is not likely that there will be any large-sized 
import of sugar from foreign countries, firstly, because pro- 
due tion of sugar in the world is at present smaller than the 
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consumption, there are difficulties regarding currency and 
exchange, and Java which used to be the largest supplier of 
sugar m the past, is producmg at the present time sugar in 
negligible quantities Judging from the reports about the 
economic and political conditions f m Java, it would take at 
least three years before Java is able to produce the quantity 
of sugar it did in the pre-war years, namely, 16,000,000 tons 
and indeed may take a longer period still for Java to rehabi- 
litate its industry to its previous £ize due to the ruination 
brought about the World War m the economy of the industry. 
There is, therefore, little danger of large sized imports of 
sugar from foreign countries, but it appears that protection to 
the sugar industry will have to be continued for some time 
because any disturbance m the present protection would 
adversely affect the cultivation of cane m India The 
Tariff Board of 1947, in their report, while recommending 
protection to the sugar industry, observed that protection to 
the sugar industry was m effect protection to the sugarcane 
cultivation m India which was an integral part of India’s 
agricultural economy. The extent and the speed of the deve- 
lopment of the sugar industry in India will depend to some 
extent upon the attitude of the Union of Pakistan for develop- 
ing the industry within its Dominion and the arrangements 
which they make for getting their requirements of sugar in 
the meanwhile, i e , from India or foreign countries. 

Problems of the Industry . — While a considerable improve- 
ment has been made in the yield per acre in the last 15 years 
much remains to be done Our averages yield per acre is < 
367 maunds as against 1,500 maunds per acre in Java and 
Cuba Our holdings are small and scattered , The facilities 
of irrigation, manure and transportation between afield and 
factory are not what one firrftfogjsihese Islands' Every effort 
must, therefore, be made to improve the quality of cane and 
the total yield per acre. Researches should be carried on to 
evolve early and late ripening varieties of sugarcane. This 
will give longer occupation to our mills and mill hands If 
possible experiments should be made particularly on newly 
acquired waste land, to have field and factory in close 
proximity. 

India produces over 54 million tons of cane On this 
61 per cent is utilised m the manufacture of gur, 4 5m the 
manufacture of khand, 17 4 in the manufacture of factory 
sugar and 16 2 for non-industrial uses It is estimated that 
about 10% juice is wasted m the manufacture of gur owing to 
inefficient eane-orushers. Converted in terms of a money it 
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amounts to a loss of about Bs. 2£ crores per year "which is 
more than the total cost of replacing the existing cane- 
crushers. The Government should seriously consider thiB 
problem. 

Another problem of serious nature is the want of correct 
price parity between the price of cane, gur and sugar. At one 
time while white sugar was selling at -/9/3 per seer gur could 
not be obtained at / 12/- per seer in most of the markets. Price 
of cane should be fixed as to guarantee a fair price to the 
cultivator. The Government should not allow the vioious 
circle of rising prices to continue any longer Before the 
industry can attain a solid position it has thus’to solve many 
problems. There are problems connected with sugarcane 
like improving the quality of cane, growing early ripening and 
late ripening varieties. The utilisation of bye-produots, 
namely, molasses and bagasse is also a pressing problem 
Though unity and joint action have been realised in market- 
ing much still remains to be done. 
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Question 1 — Examine the economic implications o£ 
fluctuations m the general level of prices. 

Answer — Fluctuations in prices are of the greatest social 1 
significance and exercise immeasurable influences on the pro- 
duction and distribution of wealth It has been said with J 
a great deal of truth that the instability of the general level 
of prices following changes m the value, of money is the greatest 
economic drawback of modern times The present economic 
system is based upon a price structure and long term contracts 
resting on the assumption that the value of money will remain 1 
unchanged The changes m the price level create widespread 
economic ^disturbances Both rising as well as falling prioes 
are bad to society Rising prices breed optimism They lead 
to over confidence, dangerous speculation and extension of 
business which may not be justified by the actual conditions. , 
Falling prices have the opposite effect Appreciable changes 
in the general price level disturb the even basis of trade and , 
industry as production is rendered doubtful ' The changes 
in price level also create instable equilibrium in society thus J 
causing serious disturbances m the relative ' distribution of, 
wealth amongst the various sections of the ’ community and , 
benefit some classes at the expense of others. How these 
various classes are affected, to know 'this the readers are 
referred to answer to Question No. 6 — Economics, 1937. j 

Question 2. — Distinguish between the "monetary" and 
the "real” cause of the trade oycle Which of them do you 
think constitutes the correct explanation 1 1 

Answer — A trade or. business cycle is perhaps the most 
baffling economic phenomena of modem times If the cause 
or causes could.be elucidated and placed beyond the region of 
doubt many other economic problems would be solved. But 1 
the difficulty is that economists are not agreed as ' to what 
are the causes of a commercial crisis. The majority of pre- 
sent day economists offer one or the other of two explanations 
One group stresses the monetary influences operative in 
industry and commerce Purchases, it' is said, are made 
with borrowed capital, that is, bank loans and advances. . 
When people expect a rise they buy m order to sell, and their 
action strengthens the upward tendency m prices which in 
turn justifies their aotion But this policy is made possible 
by the readin ess of banks to grant accommodation at a low 
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rate. There is no limit/ to bank credit and so long as capital 
and labour can be remuneratively employed production conti- 
nues. A speculative boom is thus superimposed, upon the 
production boom and prices rise Tapidiy. Then comes the 
period of uncertainty Prices fall, banks -withdraw financial 
. helps, production ceases, many firms otherwise solvent come 
to grief for want of money and a financial crisis occur. Banks 
after allowing credit to expand to a certain pomt suddenly 
contract it; credit stringency causes business stagnation It is 
thus the defective working of the monetary and banking struc- 
ture that puts the industrial system out of gear. The specu- 
lative boom, according to the advocates of the monetary policy 
could be avoided if the banks refused accommodation beyond 
the amount necessary to increase production to the hunt 
imposed by the available industrial equipment 

Other economists favour what is called the psychological 
theory of cyclical fluctuations or the Sun spot theory or Over- 
production theory. They criticize the monetary theory on the 
grounds that " the fundamental causes of fluctuations arise 
out of the conditions of industry itself rather than finance, 
and that although monetary influences are important, they 
are not the primary cause of fluctuations. Credit and curren- - 
cy inflation make a boom possible and r condition the extent 
of boom, but they do not cause it. A more important ob- 
jection iB that the trade cycle, being a world phenomenon, 
cannot, on the one hand, he attributed to the internal condi- 
tions of one or two countries, nor, on the other hand, can it be 
remedied by isolated attempts at monetary reform Inter- 
national and not national action is clearly necessary if inter- 
national stability is to be achieved.” 

Prof. Pigou asserts that dominant over all such extra- 
neous factors as harvests, inventions etc., the real cause of a 
cyclical fluctuation in trade is the state of mind of the leaders 
of industry and commerce. “The attitude of these persons 
towards the signs of the times does not remain constant, but 
vanes from period to period between errors of optimism and 
errors of pessimism. In good times they become over-confi- 
dent, exaggerate their prospects, and expand their investments 
farther than a true forecast of their profitableness would 
warrant. After a while when the goods, for the production 
f which they have made preparations, are ready for the mar- 
'et they find that the demand for them is less than they 
'ad looked for ; they suffer losses, and these losses react on 
. heir state of mind, causing them now to under- estimate the 
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prospects of investment, just as previously they had over- 
estimated them If the minds of 'business 1 men had 
moved independently of One another, their several move- 
ments -would, mdeed, tend to cancel out, and though 
the diff erent parts of industry might vary a good deal 
relatively to one another, industry m the aggregate 
would not vary much As a matter of fact, however, the 
states of min d of different business men do not move inde- 
pendently the swing from the one sort of error to the other 
is a common general swing — a sort of crowd (.movement The 
reason for this is partly that states of mind are infectious, 
and that the people who control business live close together 
m cities . partly that, m the modern world, different business 
concerns are hound together by a network -of orders and of 
credit relations. On account of these things, moods of opti- 
mistic error and, subsequently, moods of pessimistic error 
tend to move m single waves over wide areas, thus bringing 
about those large changes m industrial activity generally^ 
which characterize modem trade cycles 

The two theories seem to be contradictory but they can 
be reconciled There is no doubt that the psychological factor 
is important Businessmen are influenced by each other 
mental states are infectious. We find that the actions of the 
leading competitors m a trade influence the actions of the 
smaller firms, who fear that their powerful rivals know more 
than themselves, and will steal a march upon them if they 
do not follow them example We find, moreover, that the 
estimate of the prospects of one industry spreads rapidly to 
the ancillary industries, and influences opinion m the latter 
Pinal ly, the publication of information m newspapers and 
journals helps to spread a feeling of hope or fear m a com- 
munity which realizes the interdependence of the many parts 
of the economic system. 


The trade expansion would not be possible without the 
supply, of requisite money and , when production has reached 
its limit, the supply of money by banks is an essential pre- 
liminary to a speculation boom It does not produce such 
a boom — whioh is produced by psychological influences — but 
it renders such a boom possible ' Prom what has , been -said 
above it is dear that the fluctuations in trade and industry may 
be attributable to climatic influences or to the vaganesjof 
human nature) but the conditions which eventually culminate 
m a boom and result later m a crash are due almost entirely 
to financial or monetary causes. s , 
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Question 3 . — Describe briefly the essential features of 
different forms of the gold standard. 


Answer See answer to Question 2, Economics, 1937. 


Question 4 . — Examine the nature of bank credit. Is 
there any limit to its expansion ? 

Answer — The banks are the biggest lenders of eredit 
and the superstructure of credit is built by them on the very 
slender foundations of cash. Where does the cash come from * 
The bank does not provide the cash from itB own pockets nor 
does id trade on its owp. capital The banker’s business has 
been wittily described as "your money and my brains”. He 
gays to the public "I take your money and make use of it to 
earn profits for myself and at the same time I can render you 
service”. It is the deposits kept with the bank by people 
s that furnish the cash with the help of which credit is created 
In advanced countries people know that it is wasteful to keep 
money m their own coffers They keep a bank account and 
will carry a cheque book All their savings go into the banks , 
so that the money which would have otherwise lain idle can 
be untilised by the banks and made the basis of credit The 
little savings of individuals go to make up a large volume of 
cash and out of this large national volume— a volume of credit 
and purchasing power is created It is out of the people s 
savings that credit is manufactured The question arises how 
it is possible for banks to lend other people’s money perhaps 
for a long period, and pay the claims made upon it on demand 
or at short notice. Depositors do not draw upon a bank at 
one and the same time Many people use the banks simply 
to store their wealth and do not contmudusly withdraw if for 
business or for other purpose. A prudent banker knows what 
amount of cash he should keep in his hand to meet the draw- 
ings upon him of his customers The surplus amount of 
deposits over this cash is loaned by him. Banking is thus con- 
ducted on the assumption that at any time there will be a 
certain surplus of cash deposited over cash required and that 
this surplus can be loaned out at a profit. 


There is another way in which credit may be created by 
banks but this theory is more of a hypothetical character 
than of a practical nature. It is said that the loans made by 
a bank help it to create further credit The man who borrows 
from bank wants ordinarily purchasing power and not money. 
When a loan or overdraft has been granted by a bank 
amount loaned is left with the bank itself or with another 
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bank. These deposits enable the bank to allow further 
advances. The way in which these ‘credit deposits are created 
will be made clear by the following illustration. A bank findB 
that it can safely lend, say, sixty per oent of its .deposits 
* (cash deposits), keeping as its banking reserve (till money as 
it is called) the remaining forty per cent and some extra 
reserves m gold, m hard cash or liquid securities i.e. securities 
which can be easily sold and converted into coin Thus, if 
the loans a bank gives amount to Rs 60,000, it finds that the 
Rs 60,000 are again deposited with it— an instance of credit 
deposits Knowing that amount will not he withdrawn by 
those to whom it has been credited, the hank can again 
advance to businessmen Rs. 36,000 on the strength of 
the deposits made by its debtors These Rs 36,000 again 
become deposits and on the strength of these further advances 
ofRs, 21,600 can be made to new businessmen requiring 
accommodation. That this sort of ba nkin g practice is im- 
possible is obvious, though to some extent it may look feasible. 
Besides the above two methods, a bank, which enjoys the 
privilege of issuing bank notes, may lend their credit in the 
form of promises to pay on demand without interest -on the 
notes issued by it. 

/ 

One point should be borne m mind in connection with the 
bank credits. The nature of hank credit limits its use to 
borrowers whose need of purchasing power is only temporary. 
A commercial bank cannot lend on long-time paper to any 
considerable extent without losing that quick control over 
its assets that is indispensable to its solvency, since nearly 
' *11 of its liabilities must be discharged on demand. Its loans 
must be fon call or short-time paper, and 'this confines its 
services to businessmen whose transactions are of such a' 
nature that they can count confidently on ability to repay, 
mtcr val. what they have borrowed. It is due to 
nis that bank’s loans assume a variety of forms depending 
upon the kmd of security deposited and the conditions as to 
e payment of interest The simplest form is the loan on 
the perscmal note of the borrower secured only by his individual 
name. This is called "a single name paper”. If it is endorsed 
by another it is called "a two-name paper”. Sometimes these 
notes are secured by pledges of stocks or bonds. In this con- 
neotion they are called "collateral securities”. If such notes 
are not paid when they fall due, the bank is at liberty to sell 
the pledged securities. 1 

addition to lending on paper created for the purpose , 
of the loan, banks lend by discounting notes - and bills of 
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exchange' created in connection with ordinary mercantile 
transactions. By discounting a bill, a bank virtually lends its 
customers the face value of the note less the discount which is 
in this case the interest. 


Besides, difFenng in their forms bank loans differ as to 
the condition of payment. In this connection "call” or demand 
loans, short-time loans and long-time loans must be distin- 
guished. Call loans are payable at any time at the will of 
either lender or borrower. Short-time ‘ loan are loans which 
“mature”, or fall due within thirty, sixty or ninety days. 
Next to call loans, these are preferred by a commercial bank, 
which likes to have its resources as completely under control 
at any given time as possible. Long-time loans are loans 
that run for six months or more and are made more frequently 
by savings banks, trust companies and private bankers whose 
..obligations to depositors do not usually call for repayment cn 
demand. The prudent banker makes the combination of these 
various kinds of loanB that will secure for his bank the largest 
average rate of return without so tying up its funds that they 
cannot be quickly converted into cash to meet an emergency. 

Limits to the Issue of Bank .Credit 


There are definite limits to the powers of banks to 
increase the volume of credit The hanks will cease to create 
credit at the point where the proportion of their cash to 
liabilities reaches the figure which is sometimes described as 
a bank’s “traditional” ratio This is not a fixed one but 
vanes With different banks and is necessarily determined by 
the nature of the business and the individual experience It * 
also varies in accordance with the general state of confidence 
and the state of trade. In all cases, however, it is essential 
that a reserve must be maintained which is sufficient enough 
to meet all demands, normal and abnormal, otherwise a great 
panic may result amongst the customers leading possibility 
to the failure of a bank This requirement sets definite limits 
to the Bank’s ability to expand credit. 


Question Critically Review the history [of the Indian 
rupee between 1893 and 1914. >« r * 

> 

Answer — The .Indian monetary system remained on* 
of silver monometallism (silver standard) uptil 1893, when, 
‘bn the recommendations -of the Herschell Committee, the 
Indian mints were closed to the free coinage of silver on 
private account and the gold-value of' the rupee was fixed 
at is. 4d: because this -was the average value of the Silver 
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content of [the rupee at that time This step was 
takeri to meet the grave financial embarrassment of the 
Government of India arising from the gold exchange value 
of the rupee since 1871. The Gold value of the rupee 
which was about 2s. in 1871 had fallen to about Is 2d. 
in 1892. The falling rate also effected adversely the foreign 
trade of India and investment of foreign capital in the 
country. The immediate object of the closing of the mints 
was to raise the value of the rupee by restricting its supply. 
This was not realized in practice at once. The exchange 
value of the rupee began to fall below Is, 4 d. and by 1 896 it 
touched Is. 6 <2. The reasons were many 

, (1) A uew trade depression began in 1893 which lasted 
until about 1896. 

/ 

(2) The apprehension caused in the minds of the people - 
brought out the hoarded rupees into circulations. 

(3) Rupees from outBide British India also sought the 
Indian market. 

(4) The year 1893 [also witnessed a great monetary 
panic in America The situation became so > embarrassing that 
the question of Indian Currency was referred to another Com- 
mittee known as the Bowler Committee, 

The Bowler Committee decided to recommend the estab- 
lishment of an effective gold standard because uncertainty 
would continue as to the ultimate success of the gold standard 
unless steps were taken immediately Their recommendations 
were as follows — 

(1) The British sovereign should be a legal tender and 
current com in India, as the Committee could not conceive 
that a gold standard was consistent without a gold currency 
in circulation , and that the silver rupee should be mam- 
tamed as unlimited legal tender until India was sufficiently 
Saturated with gold — an arrangement which virtually amounted 
to the establishment of a Limping Standard analogous to 
that of Brance 

l t , i 1 

i (2) The Indian mints should remain closed to the un- 
restricted [coinage of silver, but should be opened to the 
unrestricted coinage of gold, 

V " 'f* *, »’ it 1 * > 

< -i i(3)uTbe‘. ratio .between the rupee and the pound sterling 
should be 16 rupees to the pound >. 
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(4) With regard to the convertibility of the rupee 
no legal obligation to give gold for rupees should be 
accepted. 

(6) Any profit on the coinage of rupees should not be 
credited to the revenue or held as a portion of the ordinary 
balance of the Government of India, but should be kept jn gold 
as a special reserve. 

These recommendations -were accepted, by the Govern, 
ment of India and legislation was undertaken to given effect 
to -these recommendations. 

U 

After 1898 economic conditions in India began to improve 
and a demand for currency manifested itself. The attempt 
to push gold into circulation to Batisfy the currency needs 
of the country did not meet with any success. The result 
was that gold began to accumulate in the Paper Currency 
Reserve. The demand of the public had to be met in rupees 
and notes Instead of establishing a gold standard with a 
gold currency m the country. Government drifted towards 
the adoption a standard known as the Gold Exchange 
Standard. The Gold Exchange Standard was based on the 
scheme put forward by Mr, Lindsay. 

The Gold Exchange Standard was introduced in 1 900, 
the chief features of which may briefly he summarised as 
follows : — 

(1) Though coins of both silver and gold were unionised 
legal tender, the local currency "mostly consisted of silver 
coins. 

(2) Gold was made available for foreign payments 
at a certain maximum rate in exchange for local currency. 

(3) The system of free coinage of silver was suspended 
in order to sever the connection betwen the value of silver 
as currency and silver as metal and to make the silver currency 
token coins. 

(4) The local currency was redeemable m gold or in hills 
on foreign centres and thus a fixed value in gold was given to 
the silver currency. 

(5) This process of redemption implied the formation ol 

a gold reserve to provide the required gold for foreign, 
remittances. 
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The Crisis of 1907-08 

The American monetary crisis of 1907 as also the failure 
af harvests m India put the Gold Exchange Standard 
System under a severe test. The Indian exchange showed 
signs of weakness and demand for gold remittance mani- 
fested itself This demand was met by the sale of Reserve 
Council Bills and in the course of a few months improve- 
ment was effected in the Indian exchange But though 
the system stood this crisis very well, it exposed certain 
weaknesses in the working of the system In the first place, 
the hesitation shown by the Government of India in the 
matter of the sale of Reverse Council Bills introduced an 
element of uncertainty. Secondly, the hesitation showed 
the inadequacy of the Gold Standard Reserve for supporting 
the Indian Exchange. 

However, the exchange rate waB again restored to la 4 d. 
because of the contraction of currency that was brought 
about by the sale of Reverse Councils and the fall m pnceB 
leading to an increase in India’s exports in later years The 
Gold Exchange Standard System then continued smoothly till 
1916 when it had to give way on account of the abnormal 
rise in the vaiue of silver 

The cunency system of India became the subject of 
severe criticism and the Indian public persistently demanded 
the introduction of gold standard and gold currency in 
India. In 1912, a commission was appointed under the 
Chairmanship of Sir Austin Chamberlain to enquire into 
the Indian currency system This Commission approved 
m unhesitating terms the workmg of the Gold Exchange 
Standard m India They pointed out that under this system 
India got to the fullest extent a gold standard without 
a gold currency in effective circulation and they empha- 
sised its cheapness 1 They urged 'that gold m reserve 
was far more reliable in supporting exchange than gold m 
circulation, 
i 

Question 6 — What is the function of a Money Market ? 
Does the Indian Money Market perform /this function satis- 
factorily ’I 

Answer . — The term “Money Market ” is used in two 
senses ; market for short term credit and capital market. 
In the former sense it is the place where the idle or sur- 
plus funds or the floating cash of the important flnancia 
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institutions of the nation seek temporary employment in 
buying S uch short-dated securities as hills, 'treasury obliga- 
tions, and other safe and liquid short-term obligations such 
as' commercial paper, are lent to the stock-brokers on an 
average for a long period of seven days as money at short 
notice or' on day-to-day basis as call money Bank bills, 
treasury obligations, trade bills and stock exchange .loans 
constitute the chief "means by which these short term 
| loanable resources ' find 1 an outlet The term is used m this 
sense by bankers; businessmen, 1 dealers on the stock exchange, 
and’ by the Government when ' issue of Treasury Bills for 
temporary accommodation is involved In the second sense 
the term mean capital market and refers to the vast array 
of specialising institutions such as banks, stock exchang- 
es, 1 bill-brokers, acceptance houses, trust and finance 
companies and other specialising credit agencies whose mam 
task is to supply- the needed stock of money, be it State ^ 
or commodity money, or substitutes for the legal tender 
State money known as representative money or bank money. 
They bring about at the same tune an economical and safe 
transfer of it to needy borrowers, * e , make loans to in- 
dustry, trade and the Government for meeting their demand 
,for workmg capital or loan capital of a more permanent 
character This is the broader and more comprehensive 
sense of the . term and the Money market in this sense 
includes not only the short term loan market and the bill 
market but the foreign exchange market and, the investment 
market. , Each constituent member of the money market 
performs its own functions although ail of them deal in a 
common commodity -money which is bought , (borrowed) and 
sold (lent) for varying periods",, short and long and for 
various purposes. The banks perform a double task They 
help in the accumulating of the monetary pool or stock and 
transferring the , same from the lethargic depositor to the 
go-ahead and economically ambitious borrower. ,The bill 
broker provides a valuable link between the general public- 
and banks. It is his function and that of a Discount 
House as well to guarantee commercial credits. The existence- 
of an open discount market as a part of larger money 
market and, a rediscounting agenoy as that of a Central 
Bank enable these specialists to confine themselves -to bill 
broking as their sole occupation The mam concern of 
Accepting Houses is to open credits, accept bills and pre- 
pare them for the money market ,The Stock , Exchange 
is the recognised market for investment. In the foreign 
exchange market domestic money is converted into foreign 
money and future money, into spot ihoney[. The Central 
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Bank is the leader of the money market and its function 
is to act as a regulatory authority. It controls the credit 
policy of the country by manipulating its discount rate 
and the bank rate and by conducting what are known as 
open market operations The money market thus con- 
stitutes the ground- work of the country’s national finance 

The above analysis of the functions of a money market 
make it clear that m such organisation exists m India. 
In the first place, there is the sectional organisation of 
the Money Market in India and weak co-relation between 
its various part3 The Imperial Bank of India, the Ex- 
change Banks, the Indian Jomt Stock Banks, the Co-opera- 
tive Banks and the indigenous bankers have each carved 
out for themselves respective spheres of their own and there 
is very little encroachment of a serious nature on the work 
of one kind of credit agency by another The position' 
was most 'unsatisfactory before the establishment of the 
Reserve Bank But by far the most serious rift in the 
market is the unfortunate divorce between the indigenous 
bankers and the central money market although the former 
meet about 90 pdr cent of the banking needs of the 
■country It is due to this reason that there does not 
exist the same intimate connection between the Bank 
Rate, Bank’s deposit rates, rate for money at short 
notice and the rate for Bills as there is m England. 
Another serious deficiency of the Indian Money Market is 
the lack of a Bill Market This makes short term invest- 
ment by bank difficult Most of the bills with the banks 
are Treasury Bills. There is no quick and. free flow of 
funds in the different parts of India with the result that 
the Bank rate is no index, of monetary condition in the 
country as a whole. One more direction in which the 
Indian market fails to perforin its function properly is the 
supply of money There is lack of elasticity in the 
credit system of the country. Seasonal expansion and con- 
traction of currency is not quick and automatic and there' 
are frequent complaints regarding the unresponsiveness of 
cur currency to the needs of trade The establishment of 
the Reserve Bank of India equipped with' ■ the right of 
holding banking reserves m the country," issuing notes, -of 
discounting bills and promissory notes for scheduled banks, 
of making advances to them and of conductmg open market 
operation is calculated to relieve monetary stringency and 
make our Money Market elastic 
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With all these defects the Indian Money Market offers 
no contrast to the well-organised market of the world, as the 
•London Money Market, and is unable to perform properly the 
functions assigned to a money market. 


SECTION II 
* 

Question 7 . — What are "quotas” ? How have they 
been used for regulating the trade policy of India * 

Answer ' — It has been found by recent experience that 
tariffs may be largely ineffective as a method of restricting 
imports from countries with depreciating currencies. For 
this reason it has become a common practice to regulate 
imports by the quota system, which prohibits imports in 
excess of a given amount in a given period The country 
employing the system may either restrict the total 1 m ports 
of a given commodity to a specified amount and allow 
foreign producers to compete among themselves for that 
trade, or it may specify the maximum amount that may, be 
imported from each producing country. It is clear that 
such a system may only be employed m respect of a 
commodity which is also produced withm the importing 
country : It is a method of protecting the home producer. 
It is also clear that the system obstructs the operation of 
other economic forces, and 'thereby, like tariffs, prevents the 
"law” of comparative costs from producing its full effeot. 
Its action m, this direction is more effective than that of 
tariffs. Recent tendencies suggest that the quota system 
is likely to be used m the future to an increasing extent, 
partly as a substitute for a tariff and partly m addition to a 
tariff upon the commodity concerned. 

The Government of India did not fail to realise the 
f significance of the Quota System and has adopted it in its 
i fiscal and commercial policy Some of the recent Trade 
Agreements were based on Quota System. For example, 
the Indo- Japanese Agreement (1934) prescribed a system 
of quetas for the imports of Japanese cloth into India and 
the export of raw cotton from India. Under , this arrange- 
ment Japan was allowed to export to India in any cotton 
piece-goods year (i.e., the year beginning on 1st April) 326 
million yasds of cloth provided she purchased one million 
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cotton bales from India in any cotton year (i e., the year 
beginning on 1st January ) This was the basic quota The 
New Indo-Japanese Trade Agreement (1937) was based on 
the system of quotas The annual basic import quota of 
Japanese piece-goods was reduced, owing to the shrinkage 
of the Indian Market following the separation of 'Burma 
from India, from 325 million yards to 283 million yards 
agamst the purchase by Japan of Indian raw cotton one 
million bales. 

Question 8 — Examine the relative meritB of tariffs and 
bounties as instruments for promoting the growth of 
industries in a country. 

Answer . — The use of tariffs for promoting the growth 
of industries of a country involves the imposition of heavy 
customs duties on the imports of the commodities, the 
manufacture of which is to be encouraged in the home 
country. As a result of the imposition of such customs 
duties the, importers of the foreign commodity are, generally 
speaking, forced to sell their commodity at a higher price. 
If the measure is to be effective, the tariff must be suffici- 
ently high and, therefore, the price of the imported com- 
modity must be sufficiently high for the domestic manu- 
facturer of the same commodity to sell his product at a 
reasonable profit Thus the production within the country 
of the imported commodity becomes profitable and, therefore, 
is taken up by the domestio entrepreneur In this way the 
growth of industries m the country is promoted by means of 
tariffs. 

Bounties are money subsidies given by the Government 
to domestic manufacturers of commodities, which are Also 
erirnported, m ease where the cost of production, including 
normal profit, of the domestic substitute is higher than the 
price at which the foreign commodity is sold m the country. 
Bounties are continued' as long as the period is necessary for 
the domestic industries to obtain the ability to compete 
with the foreign industry Thus bounties can be used for 
promoting the growth of industries m a country As regards 
the relative merits of tariffs and bounties, it must be pointed 
out that m the case of tariffs the domestic price is raised 
with the result that the manufacture of the commodity 
withm the country becomes profitable and the entrepreneur 
is attracted to establish the industry withm the country. In 
the case of bounties the domestio industry is first to come 
into existence, even though it may have to incur losses ni 
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doing so, before it can be protected by the help of bounties 
It is, therefore, natural that tariffs mil be a quicker way of 
promoting the growth of industries rather than bounties' 
Then again tariffs do not involve a burden on the general 
tax-payer but only on the consumer of the commodity, the 
manufacture of which is to be protected , whereas the 
bounties fall on the general tax-payer and involve an actual 
payment from the revenues of the State. It is, therefore, 
easier to get the legislature to accept tariffs rather than 
bounties. This also makes the tariff a better instrument for 
promoting the growth of industries As against these 
considerations it must also be pointed but that when an 
industry is given a bounty, there will be more vigilance, on 
the part of the State and speedier attempts will be made by 
the industries in question to obtain efficiency, whereas when 
tariffs are instituted they tend to become permanent and 
there is no incentive on the part of the State to vigilantly 
watch the career of the protected industries. It does not 
mean, however, that tariffs do not Constitute an easier and 
speedier instrument than bounties for promoting the growth 
of the industries in the countre , only, when tariffs are 
instituted, care must be taken to see that the protected 
industry attains maximum efficiency as early as possible 

* Question 9 — Comment briefly ' on the changes that have 
taken place in the direction of India’s foreign trade in post- 
war times. 

Note . — Here War has reference to the First Great 
, War of 1914-18. 

Answer .- — The following table mil serve as an introduc- 
tion to a discussion of the post-war development m foreign 
-trade. 



I ,T0 ' r i 


ECONOMICS 


*1 


Value tn Grores of Rupees. 


Year 

Imports. 


'Net Exports. 

l919-2„ 

221 7 

336 02 

+ 111 38 ' 

1920-21 

347 55 

267 76 

— 79 80 

1921-22 

282 69 

248 65 

— 33 94 

1922-23 

246 19 

316 07 

69'85t 

1923-24: 

237 18 

3b3 37 

+ 126 19 

1924-25 

253 37 

400 24 

146 87 - 

1925-26 

236 00 

386 82 

+ 150-82 

1926-27 

240 82 

311 05 

+ 70 23 

1927-28 

261-33 

330 26 

-1- - 68 73 

1928-29 

268 40 

339 15 

+ 75 75 

1929- (0 

249-71 

318 99 

+ 69 28 

1930-31 

173 06 

226 50 

+ 53 44 

1931-32 

130 04 

161 20 

+ 31 16 

1932-33 

135 02 

136 07 

+ 105 

1933-34 

117 31 

150-23 

+ 32 92 

1934-35 

134 59 

155 04 

+ 20 45 


The early post war was characterised by a trade boom 
caused by the removal of many of the war-time prohibitions 
on exports as well as a gradual resumption of commercial 
intercourse with enemy countries accompanied by an improve- 
ment in the freight position There was also a brisk demand 
for Indian produce on the part of the Western Countries for 
the reorganisation of their industries The revival of trade, 
especially on the side of exports, would have been even more 
striking but for the< railway congestion in India, high prices, 
labour troubles, unstable foreign exchanges, the rise m the ex- 
change value of the rupee and the continuation of the restric- 
tions on the export of oereals owing to the failure of the 
Monsoon in 1918-19 The boom was, however, temporary and 
there soon appeared indications of a slump Great Britain, 
the United States and Japan became glutted with Indian 
produce, and there was consequently a considerable slackening 
of the demand on their part The countries of Central 'Europe 
which had been a valuable market for Indian export during 
the pre-war period, no doubt, wanted Indian products but 
could not purchase them due to their shattered resources and 
reduced purchasing power The crisis in Japan prevented ex- 
ports of cotton to that country The ill-fated attempts df the 
Government to stabilise exchange at 2s on the recommendation 
of the Bahmgton-Smith Committee further paralysed the already 
weak export trade The import trade, on the other hand. 
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expanded rabidly. India’s import requirements had been starved 
during the War and orders for- machinery and other manu- 
factured goods placed during the war now began to he earned 
-out' and goodB commenced to' pour into the country. The high 
exchange value of the Rupee also gave a stimulus to the 
import . trade and orders were placed for immense quantities 
of manufactured goods., There was a heavy balances of trade 
against India in 1920, which continued into the next year 
Afjfcer the year 1922-23 there were signs of recovery and so 
fdr as the export trade of the country was concerned the trend 
towards the restoration of normal conditions was continuously 
m evidence till the year 1929-30 The conditions which favoured 
the progress towards the gradual recovery were the stabili- 
sation of the European currencies and the settlement of the 
reparations question. The advance continued into the year 
1928-29 only to be followed, however, .by a depression world- 
wide m scope and unprecedented in magnitude The increase 
in the total foreign trade after the year has been, however, 
due to the rise m the price of the commodities So far as the 
volume of the trade measured m goods is concerned it had 
not reached the dimensions of 1913 upto ) 927-28, The year 
1928-29 was the first year after the pre-war year when figures 
of import and export trade exceeded the pre-war figures The 
following figures compiled on the basis of the^declared values 
in 1913-I4 give an idea of the changes m the volume and 
course of Indian foreign trade. 

* In Crores of Rupees 



1913-14 

1922-23 

1924-25 

1926-27 

1928-29 

1929-30 

Imports 

Exports 

183 

138 

137 

156 

190 

189 

224 

214 

250 

228 

260 

263 

Trade 

excluding 


352 

387 

384 

450 

462 

re-exports' 









1930-31 

1931-32 

1932-33 

1933-34 

1934-35 

Imports 

Exports 

157 

143 

132 

146 

172 

235 

200 

176 

209 

216 

Trade * 






excluding 

re-exports 

392 

343 

338 

355 

388 
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' The wax brought about an important change in the? 
direction of India’s foreign trade. The share of the United- 
Kingdom fell during the war period, while that of Japan- 
ajid U. S. A increased considerably. Japan made wonderful- 1 
progress in India’s import trade <n 1899, imports f^om- 
Japan were quite insignificant, averaging less than 3 lakhs-' 
annually. In 1917-18 the value of imports from Japan was 
400 per cent above the pre-war quinquennial average. The 
quantity of cotton goods alone was 30 times the quantity 
imported m the pre-war period The price factor has in 
recent years been responsible for drawing large percentage 
of the trade of India and Japan. It is cheaper and showy 
though undurable goods have been flooding Indian Markets. 
Japan now is also gettmg very .large percentage of the 
axports from India The trade with USA has also con- 
siderably expanded The share of the United Kingdom on 
the other hand continued to dec 1 me The decline was 
accentuated as the sentiment factor turned against England' 
during the Great Political movements that marked the 
last few years. A more even distribution is thuB now to 
be found where formely there was one-sidedness. The 
percentage share of the principal countries in India’s trade 
in the per-war period and recent years is illustrated by the 
tables appended to Answer to Question No. 1, 1937. 
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' Question 1 . — What are the functions' of money? How does 
the rupee perform these functions ? 

Answer . — The function of money may he classified as 
; under : — 


Essential Functions 


It acts as — 

(а) A medium of Exchange. 

(б) A common measure of value. 


Without a medium of exchange mankind would be 
reduced to the expedient of bartering goods against goods. 
Ulonev facilitates exchanges by dispensing with that double 
coincidence of wants and of possessions which barter or exchange 
-without the use of money involved In simple words it 
•removes the inconvenience of barter and fulfils the functions 
.of a medium of exchange. 


It cannot be asserted that the second function of money 
•constitutes a separate and independent function, since it 
is evident that gold or silver, or any other article can only 
serve as a value-denominator through being used as the 
medium of Exchange. By common measure of value is 
meant that the value of all other goods are measured in terms 
S it. For example, the value of all other commodities are 
measured in terms of rupees, annas and pies m India. 


(it) Derived Functions 

(a) Money serves as a standard of value for deferred 
■nauntenfa. — Most of the transactions in the bussiness world of 
to dav are transactions that involve deffered payments and 
-it is 'consequently of the paramount importance that the 
money promises in terms of which goods and services are 
narted with should retain the same purchasing power a 
month or a year hence when the time for fulfilment of 
S^se promises arrives. The risk of some undeserved loss 
and the chance of some unearned profits are in the nature 
of sales on credit Whether that risk of loss or chance of 
S shall be great or small writ depened upon the degree of 
Klily which attaches to the value ot article which is used 
as money When therefore, payment is to be made at 
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future period, the parties to the contract require a medium 
•which will have ’as far possible th'e f same exchange value in 
the' future as at present - ‘ 11 

l 

(b) Money is used for transferring value— Money helps 
■to transfer 'Value from 1 one place to another or from one 
time to another It is possible because money is a good 
store of value 

(c) Money stores -vilve— When it'is required to store 

value it is convenient to hoard money than any other 
commodity , 1 ' 

Thus we have * — 

Money’s matter of functions four • — 

A medium, a measure, a standard and Store. 

(*’»*) Contingent Functions of Money 

(1) Money helps the distribution of wealth Under 
the present system of production few men produce what 
they consume The various factors of production are paid 
m money with winch they buy what they consume Thus 
the share of each is given with the help of money 

(2) Money serves as the basis of the credit system. 
It is kept as a reserve against paper money to meet the 
occasional demands of the people But for its prompt con- 
vertibility paper money or cheques would not be accepted. 
uy the people 

(3) Money has, made capital highly mobile by enabling 
it to adapt itself to the requirements of the time It has- 
thut, made production highly efficient 

(4) Money enables men to make the best use of it by 
spendmg'their income in a manner which yields the greatest 
satisfaction They will regulate their expenses so that 
marginal utility for every unit of money is the same. 

Rupee com is made of silver and its face value' is more- 
than its intrinsic value as metal, therefore, it is a token com 
Nevertheless it is the principal com m the Indian Currency 
System It is unlimited legal tender though not a standard, 
coin. The rupee is the "creature of the state” and its value is 
fixed by law both for internal as well ub external purposes. 
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Qu‘stion 2. — Explain the position of the Central Bank 
of a country in the management of the monetary system of 
the country. 

Answer. — A Central Bank occupies a very important 
place in the money market of a country. It holds a country 
reserve, it is custodian of the cash reserves of other banks, 
it has the sole right of note issue, it is a repository for the 
Government balances, in short, it is a great national monetary 
pool On the Central Bank of a country devolves the 
responsibility of managing its monetary system. It exercises 
control over currency and credit. Its duty does not end with 
simply issuing metallic coins or paper notes'but as a regulatory 
authority it would shoulder the reponsibility equating the 
supply of currency to the needed demand. Acting as the 
custodian of the pooled reserves of the nation and expanding 
the note and deposit liabilities it tends to provide the whole 
of the extra demand at reasonable money rates. 

The Central Bank of a country is thus not only the 
ultimate provider of cash for the money market when the 
supply of floating cash in the hands of the Joint Stock Banks 
and other credit supplying agencies is far smaller than the 
demand for the same which may be exercised by the Govern- 
ment, the bill-brokers and the Stoek Exchange dealers, but it 
also helps to absorb the excess when such a contingency arises. 
The performance of this function by the Central Bank has 
/ earned for it the well-known term “ sTnck-absor'>er ” The 
uneasing vigilance with which it performs its functions enables 
the country to escape severe distress resulting from financial 
crisis, except when the3e appear as -concomitant features of 
industrial booms or depressions It is the first function of the 
Central Bank to maintain stability m the internal value of 
the currency and prevent fluctuations in the price level through 
the changes m the value of the money. 

On the Central Bank also devolves the responsibility of 
maintaining the external value of the monetary unit and 
restricting the outflow of gold If there is a demand for a foreign 
currency and the efforts of the bankers and exchange dealers 
prove ineffective to provide the adequate supply, the Central 
Bank may intervene and it may itself undertake to meet the 
demands for remittances by offering for sale exchange on the 
centre concerned The Central Bank is m a position to make 
such offerings because it maintains a reserve of foreign exchange 
to meet exceptional demands, or because it has standing 
arrangements for credits in the foreign centre against which it 
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can sell currency when required The Central Bank may, as a 
second alternative, raise its discount rate to > influence the? 
exchange in its own favour, for if the raising of the discount 
rate is effectual, the foreign exchange rate will tend to move 
in a favourable direction, and the danger of the outflow of gold 
may he averted 

These measures are regarded as a part of the normal 
every-day business of a Central Bank, and the success or failure 
,nf a monetary system depends on to what extent the Central 
Bank is able to maintain the internal as well as external value 
of the currency 

Quesh<m\3 — Prices have risen in India since September 
1939 Explain the causes and the consequences of this 
phenomenon 

Answer — The outbreak of war in Europe in September 
1939 brought a complete change in the whole aspect of world 
econony Wholesale pncea rose sharply in September and 
October m the majority of countries for which figures are 
available India could be no exception and upward tendencies 
m the prices were soon available There was a general advance 
m prices in India consequent upon improved foreign demand 
for India s produce and domestic buying and general optimism 
prevailed in all markets both as regards the future trend of 
commodity values as well as the value of off-take Greater 
insulation of the home market for indigenous goods and better 
prospects of industrial expansion in the future were responsi- 
ble for this buoyant feeling 

The wholesale price index advanced from 103 in the end 
of August (based on 1914) to 135 at the end of 1939 The 
rise m prices was very marked m the case of jute. Cotton 
prices soared immediately after the outbreak of war. The rise 
in prices was not confined to staple articles of export trade. A 
sharp nse occurred in the wholesale prices of foodstuffs. Bice 
registered an increase of 20 per cent over the pre-war price. 
Sugar rose by 30 per cent Wheat, gram coffee, groundnuts 
-recorded substantial improvement An upswing in prices 
generally and of essential commodities m particular is inevi- 
table while the war continues The large purchases by the 
Government of India and the Ministry of Food Supply m the 
£ United Kingdom stimulated the upward trend of the price 
markets m the early months of the war. 

Rising commodity prices, increased favourable balance 
of trade and expansion of currency after the outbreak of war 
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were the real pointers which raised hopes of substantial reco- 
very in India's trade' commerce and- 1 rapid expansion of 
-industries. -The Indian cultivator who forms the backbone 
.of the country’s economy had gone through considerable 
suffering in the last decade owing to the continuous fall m 
prices and lack of foreign demand for India’s products Prices 
obtained internally and externally were often unecono- 
mic and the position of the average farmer was getting 
desperate. , 

The war was expected to bring relief to the Indian 
cultivator and it appeared for a time that the prospects of 
improving his position were substantial. But before the full 
benefit could be derived, measures were introduced by Provin- 
cial Governments and legislation was threatened by the Central 
Government in order to check the rise in prices — a rise which 
would be only natural in non-belligerent countries 

Any Government measure to control prices of agri- 
cultural commodities has no economic justification. The 
Government sat idle when there was an abnormal fall of priceB 
of agricultural commodities during the years of depression and 
there seems no reason why it should attempt now to regulate 
the pnce level 

The commodity price outlook jis one [of the mam un- 
certainties that war holds out for business Rising prices 
indicate, to a certain degree, the extent of national prosperity 
but, their influence on trade industry and social welfare 
requires careful attention A study of the effects of high 
prices on the principal industries show that high prices are 
not an unmixed blessing 

Except Jute, the demand for the other commodities 
is not largely and directly affected by the war. The higher 
prices of industrial raw materials caused grave concern to Indian 
trade and industry in general For example, the Indian cotton 
textile industry was much handicapped by the fluctuations 
in the prices of raw cotton. In the earlier months of the war 
cotton prices, in sympathy with prices of other ccmmodities, 
moved upward and appreciated out of all proportion 
to the current prices for textiles The result was that the 
md'genous cotton industry was obliged to bear a strain during 
the period of adjustment of Indian cotton prices to world parity. 
The manufacturers in order to keep down costs were obliged to 
give up the production of superior gradeB of textiles. The 
industry must, however, be benefitted m another direction. 
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The benefits of higher prices for agricultural prices accrue to the 
rural population and, therefore, the increased purchasing power 
of the masses should result in ah increased demand not only for 
Indian textiles but also other industrial goods produced m the 
country But before these hopes could realise the cotton 
industry as well as other industries came to he faced with a 
demand from labour for increased wages As a result of the 
higher prices for staple foodstuffs, the working class cost of 
living indices m the principal urban and industrial centres 
have nsen considerably since the outbreak of the war and 
resulted in a clamour of labour for dearness allowance, 
payment of dearness allowances has affected the entire range of 
industries in this country which depended upon national 
demand 

Question 4 . — Discuss the place of the Stock Exchange in 
the money market of a country Illustrate your answer from 
Indian conditions 


Answer — The Stock Exchange is an * important consti- 
tuent of the money market It is a market where the invested 
capital in the from of stocks and'shares is bought and sold on 
the basis, not of their original value, but of their actual value 
determined bv present and prospective earnings The Stock 
Exchange is not a market for new capital but is the market 
for capital already invested A good Stock Exchange market 
is indispensable in the present times Without a ready 
market persons holding shares m industrial concerns and other 
enterprises woulp not be able to turn locked up capital into 
readily available purchasing power It is the Stock Exchange 
where an unsaleable individual part ownership (a ten thousandth 
share m a railway perhaps) is transformed into a stock or 
bond having a wide market So readily can it be sold tnat 
it is almost money itself and being pledged it obtains an 
immediate supply The Stock Exchange mobilises the 
wealth of a nation, enables capital to be found fdr large 
undertakings, and offers safe and profitable means of invest- 
ment ~A Stock Exchange facilitates the transfer not oi 
capital from one industry to another but of shares of existing 
business from one owner to another Indirectly it is the 
means of guiding new capital into the industries in whioh i * 
is most needed. s 


So important position the Stock Exchange now occ ^ 
m the money market that it has been described as 
centre of the politics, and finances of nations an , nc j 

meter of their prosperity and adversity. The political and 
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financial changes with regard to the Government of a country 
are immediately focussed and find instantaneous expression in 
the Stock Markets. A mere glance of the tone of this market 
would indicate the credit of a nation or the position of an 
industry. 

In fact, these stock exchanges should be regarded as 
necessary concomitants of industrial development They 
play a very important part in directing the flow of capital to 
industrial enterprise, and supplying long term credit without 
which many industries would not at all come into existence. 

The Stock Exchanges in India are not so developed as 
the Stock Exchanges in London or New Fork. 

Industrial and commercial development is to a great 
extent essential for the growth of share business and until 
recent years India had been very backward in such develop- 
ment. Side fay side with the growth, of limited companies 
and the establishment of various industrial enterprises m the 
country, the Stock Exchange business has grown from strength 
to strength, but it has not as yet established itself as a great 
financial organisation as in other countries Stock Exchanges 
have been established in Bombay, Madras and Calcutta but 
the business transacted in these markets is limited Stock 
Exchanges cannot he established m other centres unless 
enough business is forthcoming The conditions in other 
industrial centres are not such as to make it possible to have 
-stock exchanges The Stock Exchanges in India, though a 
constituent member of the nionev market cannot be said to 
perform the same functions which a similar institution per- 
forms in countries like England andU S A Indian capital 
is shy and the industries have as yet no attraction for it. 
Bank also hesitate to enter into big commitments with the stock 
brokers. 

Question o,— Discuss the position of the Beserve Bank 
of India in the Indian money market Gan you suggest 
improvements ? 

Answer.— Prior to the establishment of the Beserve 
Sank of India in 1935, India had a dual system of control 
over her credit and currency. The Government controlled 
-the currency and the credit situation, so far as it was con- 
trolled at all, was controlled by the Imperial Bank. Divided 
control meant divided counsel and failure to co-ordinate. 
"With the inauguration of the Beserve Bank the control ot 
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both credit and currency was placed in the hands of a single 
authority ' ' 

The Reserve Bank has been working for some years 
but has not unfortunately come upto the expectations The 
Bank has failed to assist the other banks in case of emergency 
The failure of the Quilon Bank due to the Reserve Bank’s 
refusal to help it, sheds considerable / light to help the other 
Indian Banks (which form an important constituent of the 
money market) m trouble The Bank has also neglected the 
duty of co-ordinating the indigenous banking system to the 
modern banking system". It has also not been able to control 
credit Its Bank Rate does not have much influence in the 
money market and is as unimportant and ineffective as was 
Bank Rate of the Imperial Bank To know the causes of the 
Bank’s failure in its complete control of the money market, it 
is necessary to go farther and find out what are the weapons 
in the hands of a Central Bank to exercise control and how 
far they have been used by the Reserve Bank and with what 
results. ’ 

The chief instruments of credit control at the disposal 
of the Central Bank in a country are ( 1) credit rationing, (2) 
moral suasion, (3) the discount rate, and (4) open market 
operations So far as the first weapon is concerned it is ont 
of the question in Tndia for the Reserve Bank has not yet 
attained such a position of strength and respectability that 
m rationing credit it may expect to escape from the charge of 
favouritism By moral suasion is meant the advice given or 
request made by the Central Bank to the market The effec- 
tiveness of this policy depends upon the willingness of the 
market to co-operate with the Bank It is idle to expect any 
useful result for this particular policy in India until the 
Reserve Bank of India attains the position of the Bank of 
England or the Bank of France. 

. Discount rate is regarded to be the most powerful 
instrument of central banking control but unfortunately m 
India, it is ineffective for all practical purposes This is due 
to the laot that the bank rate does not permeate the entire 
banking system. The money market m India is divided into 
two parts, the European and the indigenous There was no 
cohesion between these parts of the market and there were 
frequen differences between the bank rate and the bazar 
rates the Reserve Bank has tried to supply the central 
co-ordina mg agency but matters have not improved The 
Reserve ank is -still unable to control the money market 



92 


ECONOMICS 


satisfactorily by raising or lowering its bank rate, for the 
operation does not bring a corresponding rise or fall in the 
market rate. Indigenous banking is not materially affected 
by the Reserve Rank rate. Even the Commercial Banks do 
not respect the Bank rate. Most of the Joint Stock Banks 
have their overdraft arrangements with the Imperial Bank 
and it is, therefore, the Imperial Bank advance rate which is 
of primary concern to them While at jiresent the Reserve 
Bank rate stands at 3 per cent the Imperial Bank rate was 
raised to 3J per cent and most of the Joint Stock Banks raised 
their discount rates when the Imperial Bank rate was altered. 

The fourth method of Central Bank Control, the open 
market policy, is employed m order to make* effective a given 
Bank rate policy or it may be employed by itself when changes 
in Bank rate are considered undesirable But even here it is 
doubtful if the Indian Money Market is sufficiently wide to 
enable the Reserve Bank to resort to this method. 

4 We may now consider the obstacles in the way of the 
Reserve Bank to have an effective control over the 'money 
market. The existence of indigenous bankers outside the 
organised system is found to be the most serious one. If 
one remembers shat 90 per cent of Indian hanking is in the 
hands of these bankers one can form an idea of the predomi- 
nating influence exercised by them over the Indian Money 
Market as a whole. Hence the first step which the Reserve 
Bank should take is to link indigenous banking with the 
organised banking system. Unless this is done the Reserve 
Bank cannot unify the two mam parts of the Indian money 
market. 

The power of the Central Bank m relation to the money 
market depends firstly, on how far the money market is 
accustomed to depend on its own funds and on funds 
borrowed from hanks and secondly, how far hanks themselves 
have occasion to apply for rediscounts or loans from the 
Central Bank. 

The volume of bills arising m India is not very large 
and shows small prospect of any material growth The 
second stop, therefore, lies m the establishment of an open 
bill market m which first class bills are freely negotiated. 
In the absence of a proper bill market rediscounting facibties 
mu6t be inadequate If such a market could* be developed it 
would be possible fpr the Reserve Bank to extend its open 
market operations to trade bills m addition to Government 
securities in order to have a control over the money market. 
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Moreover, by its Bank rate it -will be able to oontrol effectively 
the other interest rates m the money market. . 

With the increasing fcse of commercial bills and the 
development of an active discount market, with the willing 
co-operation of the scheduled banks, with the Reserve Bank 
operating fully as a bankers’ bank and not as a rival institu- 
tion, with the indigenous bankers brought within the fold of 
organised banking, it will be difficult for the Reserve Bank to 
achieve a unified control of currency and credit. 

Question 6 . — Why do nations trade with >one another ? 
Illustrate your answer. 

Answer — Every country engages itself m the produc- 
tion of those commodities for which it is best suited and 
in the production of which it possesses most relative 
advantage It will engage in an industry m which it can 
get the 'maximum profit by employing certain amount of 
labour and capital and will depend on other countries for the 
supply of those commodities for the production of which 
another country possesses better opportunities England 
prefers to produce woollen goods and depends on Denmark 
for its cheese and butter though her own pasture lands could 
enable her to maintain a good and successful dairy industry 
The reason is that England though possessing an advantage 
over Denmark m the production of dairy products, possesses 
greater .advantages m the production of woollen goods and 
so she will devote herself m the production of those goods 
in which its superiority is greatest and exchange these goods 
for other imports like butter and cheese, in .which its 
superiority though real is not so great No single country 
can have the resources and potentialities .for the production 
of all its requirements and every country has, therefore, to 
depend upon others' to supply it with those materials which 
it' cannot itself produce or oan produoe at a relative dis- 
advantage, m exchange for the commodities which it can 
produce profitably This is the law of comparative costs 
and is at the basis of> international trade It explains why 
different nations ' trade with one another and are able to 
enjoy a variety ' of products at a comparatively cheap rates 
by such mutual exchange 

Question 7„ — Discus's the effects of the Protection of 
Indian industries on the foreign trade of India 

_ J ' ' «■ 

- Answer — The probable’ "effect On the foreign trade of 
India is not a subject on which it is safe to express any 
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opinion The immediate effect would naturally be to. 
d im mish imports, decrease demand following an increased 
cost. The imposition of a prohibitive tax on a foreign article 
will check the, import of that article except at an increased 
cost and this rise in the price will lead to a fall in the demand 
for that article There will also be factors tending to a 
diminution of exports. Any general rise in prices', m India 
must discourage exports by making their cost to the foreign 
, purchaser dearer and apart from any rise m internal prices 
a reduction of imports will tend to raise exchange and thus 
to dimmish exports Again protection will lead to an 
increased local consumption of raw materials previously 
exported. This will lead to a fall in the exports of the 
country But on the other hand there is the possibility 
that the development of Indian Industries will produce an 
increased export of manufactured articles On the whole 
from a consideration of these various tendencies it may be 
concluded that the immediate effect af protection will he 
some diminution both m imports and exportB but it is 
impossible to predict whether there would he any change 
in the balance of trade 

Question S —Discuss the organization and progress of 
the steel industry m India, and explain the importance of 
this mdustiy m the industrial development of India. 

Answer. — The iron and steel industry is of profound 
importance in the economy of' a country. It provides 
machinery which is the life blood of industrialism, and 
economic progress. This is the reason why it is called the 
key industry. 

Prospects of the Industry. 

India is endowed with the requisites of iron and steel 
industry. The most important condition of the development 
of the iron and steel industry is the presence, m adequate 
volume, of deposits of rich iron ore and coking coal, 
situated sufficiently near to each other to reduce the cost 
of transport- of raw materials The researches of the 
geological survey have established that these natural 
advantages arc very great, indeed, especially m the matter 
of the quality, quantity and cheapness of the iron ore As 
regards coking coal, the* superiority is no doubt less marked 
but as Fir E Pasco the eminent Geologist says: "Thei'e 
tip enough coking coal m India to supply the iron and steel 
indui-trv with 4,000,000 tons with metallurgical coke per 
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annum for the\ next 160 years Another great advantage 
consists in the nearness of the coal fieJds and the iron ore 
deposits India has also adequate supphe's of limestone • 
and manganese | ore Prom the point of view of the uw - 
materials, we find that the country is favourably placed As | 
regards labour India has vast population which can supply 
labour, enough to sustain as lalge a productive activity as 1 
that of the foremost industrial nation to-day The question 
which now remains for consideration is that of market 
India has been such a large importer of iron and steel that 
a ready market may be said to exist m the palm of our hand. 

Thus, India possesses all the advantages for the de- 
velopment of iron and steel industry The principal Centre 
for the manufacture of steel in India is Jamshedpur which 
is well situated for bemg the centre of steel making in 
northern India The deposits of iron ore are only 50 miles 
away and coal has to be brought from a distance of 100 
miles while within the same radius limestone and dolomite 
are found The cost of transportation is not much , unskilled 
labour is found in abundance at comparatively low wages 
from the Bilaspur and Chattisgarh districts of the C P and 
from Chota Nagpur and Orissa as Jamshedpur is on the 
mam line to Nagpur and is connected with Orissa and Chota 
Nagpur The Sabamarekha river supplies the water re- 
quirements of the industry though it has no utility from the' 
point of view of transportation- But one great factor which 
has enabled the industry to make rapid strides is that the 
necessary capital has been forthcoming 

Progress of the Industry 

-It was v during the 19th Century, when the demand for 
iron and steel goods began to outstrip their supply in 
£ Europe, that attempts were made to introduce the blast 
furnace for smelting iron with oharcoal as fuel All such 
attempts failed without exception The history of the* 1 
modem iron and steel industry m the country really began 
from the closing years of the preceding century when the 
Bengal Steel and Iron Company was started This com- 
pany had a chequered history but did fairly well particu- 
larly during the Great War. Shortly afterwards was started the 
Indian Iron and Steel Company which was equipped with 
most up-to-date machinery, and threatened to wipe off the 
map all its competitors The situation was saved by the old 
company by acquiring a majority shares of the new venture, 
i The most important event m the history of the industry was 
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the inception of the Tata Iron Company which began 'to 
produce pig iron in lgll and steel for the first tune in 
modern days in India in 1913. 

The first Great' War g 4ve a great stmmlous to the 
Indian steel industry by providing it with a short of proteotion. 
Many kinds of manufactures which would have never been 
undertaken for a long time but for such a'sbimulous, were 
taken in hand. Vast extensions were completed in 1924. In 
the same year, as a result of an inquiry conducted by the 
Indian Tariff Board, proteotion against foreign competition 
waB granted to the steel and iron industry. It was renewed 
in 1933-34'. Under this regime the industry has made 
remarkable progress India is now self-sufficient, as regkrds 
bier requirements for pig iron of which the production has 
advanced from 35,000 tons at the beginning of the present 
century to 1,343,076 tons in 1934-35 and 1,540,000 tons it 
1935-56. 

In 1 934-3 r the ^Government of India on the recom- 
mendation of the Tariff Board imposed as a revenue measure 
an excise duty on steel produced m British India Counter- 
vailing custom duties corresponding to this excise duty were 
imposed on imported iron and steel articles. As was to be 
expected imports of iron and steel goods into India increased 
from 370,100 tons in 1935-36 to 490,500 tons. Imports of 
iron and steel goods also rose from 222,300 tons to 280,500 
tons. 

World War )1 and Steel Industry. 

' 

During the World War II not only was the production 
of steel controlled by the Government, but to conserve 
dollar exchange even imports were not allowed free A 
Steel Controller was appointed and made responsible for 
collecting and placmg orders through the British Purchasing 
'Mission on behalf of Government Departments and Railways 
and of those private firms which wished to benefit by the 
contracts placed with the American industry by the British 
Ministry of Supply. The .effects of all these controls was the 
stringency ,m the Indian market Prices of finished steel soared 
up to dizzy heights in the black market. The fact is that 
even up to this date steel is not available without influence 
or pressure. There is , a considerable pent up demand .which 
can he met effectively only when at least the , more works of 
Tata Capacity are established m the country. 
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According to some leaders of industry the World War 
II did not give any impetus to the iron and steel industry. 
On the contrary, it held up even normal extensions and 
expansions which would otherwise have taken place. 
Production has fallen down. Labour troubles, communal 
disturbances and coal shortages have been responsible tor 
the decline in production. 


One important feature of the steel industry in India 
is the integration of all the processes of manufacture under 
the same firm. The Tata Iron & Steel Co , owns Iron mines. 
Coal mines, Coke overs, blast furnaces, limestone quarries 'while 
it has its Bar Mills, Rail Mils, Sheet Mills as well as the Bye- 
product plant for the manufacture of Ammonium Sulphate. 
The same tendency is noticeable in the other centre of Iron 
industry, m the area around Asansole where are congregated 
the Indian Iron & Steel Co , at Burnpore, the Bengal Iron 
& Steel Co., at Kulti and the KirtyaD&nda Iron Factory at 
Sitarampur. • 


Bengal Iron & Steel Co. was the first in the new field of 
India’s industrial development and began its operations as 
early as 1889. It owns its iron mines in the Kolhan Estate, 
Sxnghbhum and m Ghatsila m Dhalbhum, while its coal mines 
at Ramnagar are only two miles off from the works Thus at 
this centre the iron ore is brought from a distance to the 
colliery The Indian Iron & Steel Co at Burnpore receives 
its ore from its mines at Gua in Smghbhum and limestone from 
its quarries at Guttianagar. This Company specialises in the 
production of pig iron although the waste products are utilised 
by it w the manufacture of coal tar produot. Sulphate of 
Ammonia and Sulphuric Acid. The railway communication 
of the factories of both the companies with- their respective 
Iron Mines is quite adequate and is supplemented by rope 
ways which connect the mines with the railhead. 


The localisation of steel industry at Jamshedpur has 
been.Jresponsib!e for the growth and development of a large 
number of subsidiary industries round about the place which 
use partly finished Bteel for their manufactures. These subsi- 
diary industries get all the advantages of geographical situ- 
ation as the main industry and in addition to it get the raw 
material close at hand Among the industries which have 
sprung up at Jamshedpur ihe_ most important is, the Tinplate. 
Industry which manufactures tins for the transport of kero- 
sene and petrol, for packing . cigarettes and biscuits. Another 
industry is the Indian Steel & Wire Products Ltd , which , 
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manufaetureaharbed 'wire'and ' galvanized 1 wire as Well as or- 
dinary wire and wire 1 > bails.' This ! company 'depends upon Tata 
Company fot its raw 1 material and i puteh'ases from them its 
requirements of steel rod. '> TheAgrioultural Implements coin- 
pany of 'Jamshedpur manufactures picks, spades and hoes wlrile 
the Peninsular Locomotives Company Was started at Jamshed- 
pur for the manufacture of Locomotives Both these indus- 
tries depend upon Tata Steel for, their raw material. 

' During the war 1 years the - iron and 'steel industry has! 
very considerably 'expanded in Canada and Australia. India 
is on ’threshold " of r ah' industrial' revolution, but no progress, 
worth the name 1 nn' agriculture; industries, communication or 
transport 1 can 'be possible without the development 'of this 1 
basic industry on which hmges our whole industrial future. 1 1 

’ • )» l< ,1 , . ' ‘ji'H' » 

•A few figures . — The block 'capital invested by the Tatas, 
Mysore-Steel Works 1 and Steel Corporation, of' Bengal m plants 
is over 53 crores. > 1 ■ ■ > 


-The. plant arid .equipment used an the steel -industry 1 in 
India are mostly of foreign i manufacture- and the industry has 
to continue to 'depend! on. imported 'machinery ' for 1 the' present - 1 
,,i ! , fu . iJ ' ' ' 1 < r ’ ’ ‘ • " '' 1 1 

Where ,only a, quarter; of, a century ago the industry, , had 
to depend on foreign, technicians, durmg the ,laat , few, years , 
labour, and skilled personnel employed ,in the , .industry hast 
been mostly Indian, ,This . has been, possible ,, owing to the 
foresight of the management in training suitable, Indian youths 
for the steel industry. 


■ Question 9. —Write short notes' on 

(1) Balance of payments. 

I » I 

(2) Cartels. , 


(3) Devaluation. 

Answer'— Balance of , Payments —The term’ “balance of 
payments” or ' balance of accounts” generally indicates' the' 
relation between imports and' exports of commodities. Imports 
and exports are rarely equal (i e , balanced) * m actual trade 
between nations Therefore m considering 1 the balance oi 
payments, we have to consider not only the 'balance of trade 
resulting from the export and import of commodities but aU 
the items of credits (claims) and debits (debts) of the country 
caUed fovSble exports and imports which also create obhga-, 
tions and claims. The following are some of the mam items.— 
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(1) freight and insurance charges, (2) interest on capital invest- 
ed abroad, (3) expenses of foreigners living abroad, 
(4) Banker’s commission, (5) Government expenditure in foreign 
countries, (6) payment of war debts and reparations, (7) loans' 
taken or lent by a country. 

(2) Cartels . — This is a looser form of organisation than 

the trust The combining units retam their original inde- 
pendence, unlike the trust, and act together only on certain 
specific points viz , uniform price and regulation of output 
Thus unhke Trusts, they do not directly control the entire 
management of the combining units but only a certain part 
of it Cartel does not control the profits of these units but 
only their output and selling price The Cartel is a temporary 
organisation and the combining units may secede from it 
when they find it .going against their interest. The Cartel ‘ 
system of organisations is common in Germany. 1 

(3) Devaluation — It is the process by which the currency 
unit of a country is lowered m value by reducing its gold 
content to that extent necessary to make the mint panties 
with gold standard countries equal to the existing rates of 
exchange When the value of the monefary unit of a 
country has depreciated and the restoration of the value to 
its pre -level is an impossible task the Government may stabi- 
lize the currency at the new level by reducing the gold 
content of the com m terms of other gold using countries This 
is what m strict sense of the word is called devaluation But 
lowering of the external value of a com may be achieved by" 
fixing the exchange rate in terms of the currency unit of 
another country at a lower rate Thus, for example, the 
process of devaluation m case of the Indian rupee may 
he complete by lowering the rupee-sterling ■ to say 
Is 4d. 

J 
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Question 1 — Explain the significance of the fact that the 
pound sterling has been an inconvertible paper currency 
unit since 1931. 

\ 

Answir — The bank of England was under the Gold 
Standard Act of 1925 "bound to sell to any persons” gold 
bullion at £3, 17'. 10 id. per ounce of "standard” gold but 
only m the form of bars containing a minimum of 400 
ounceb (troy) or pure gold This meant, of course, that the 
Bank was, compelled to cash its notes provided that the 
total presented was not less than the equivalent of 400 
ounces of Gold at £3, 17s 10jd per ounce When Great 
Britain renounced the gold standard in 1931 the section of 
the Act of 1925 relating to the selling of gold by the Bank 
was suspended and as a result the Bank of England is no 
longer bound to give gold for any of its notes, not even if the 
value of those presented is equivalent to the value of 
400 ounces of fine (* e., pure) gold. The notes, however, 

■ circulate freely a3 currency in the country. This is what is 
meant by saying that the pound sterling has been an incon- 
vertible paper currency unit since 1931. 

' Question 2 . — Discuss the causeB and nature of a trade 
1 cycle, and examine its effects Give illustrations. , 

An-wer. — See [ answer to Question No 1, Economics , 

1937. 


The many units in the productive industry are so 
closely related that depression in one tends always to produoe 
depression in others. The workers in one large department 
- of industry* are consumers of the products of their fellow 
workers engaged m other branches. Consequently, a period 
of distress in one section of a community tends to spread 
and eventually to embrace the greater part of the productive 
machine Employers in one trade are made apprehensive 
by the failure of employers, in another, and, m ord<=r to 
safeguard themselves, may restrict their operations, thus 
similarly affecting other producers from whom they obtain 
supplies of raw material Many labourers are thrown out of 
einployment and as there is a fall in the purchasing power 
of many communities, several trades are affected at one and 
the same time. 
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Question 3 — What Is the currency standard of India at 
present and how is it maintained ? 

Answer — The ourrenoy standard of India at present 
may he called the Sterling Exchange Standard The Indian 
currency unit, the rupee, has a value fixed in terms of 
sterling It is 3/40th of the sterling or equal to Is Cyl As 
the value of the rupee is maintained m terms of its exchange 
with the currency of another country, namely, sterling, the 
standard is called the Sterling Exchange Standard 

This is not accepted as the final verdict on the question 
of a suitable monetary standard for India The whole 
question of the monetary standard best suited to India will 
have to be reviewed when the international situation has 
become sufficiently stable. 

"The Reserve Bank is required to maintain the Is 6 d. 
sterling ratio between fixed upper and lower points as though 
the rupee was on a gold basis The bank is required to sell 
sterling to any person who makes a demand in that behalf 
at its office m Bombay, Calcutta, Delhi, Madras, Rangoon 
and pays the purchase price in legal tender currency, for 
immediate delivery in London, at a rate not below Is 
for a rupee. This profusion is intended to prevent the rupee 
from falling below Is 6 which corresponds to the lower 
pomt of the rupee (t e , Is 6 d minus the cost of laying down 
in London this amount of sterling) On the other hand, it 
ir necessary for the bank to buy sterling from any person 
who makes a demand m that behalf at its office in Bombay, 
Calcutta, Delhi, Madras or Rangoon, for immediate delivery 
m London, at a rate not higher than Is 6 T s B d. for a rupee 
which corresponds to the upper pomt of' the rupee (viz 
Is 6 d plus the cost of importing this amount of sterling 
from London to Bombay) It has also beeh laid down that 
no person shall be entitled to demand to buy or sell an 
amount of sterling less than ten thousand pounds ” 

“The Reserve Bank Act thus legalised the existing 
ratio and provisionally established in India a sterling ex- 
change standard of improved type, in so far. as there is a 
definite statutory parity prescubed for the rupee and an 
obligation under law imposed upon the ( Reserve Bank to 
maintain the rupee at this parity.” , 

The sale of sterling has the effect of contra’cting the 
supply of internal currenoy. This in accordance with the 
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Quantity Theory of money has the offeofc of increasing the 
value of the rupee or at any rata preventing it from falling 
below its parity. The purchase of sterling by the people 
results in an expansion of currency. This in accordance 
mth the Quantity Theory of money lowers the value of the 
rupee and thus prevents the rate of 1 exchange from rising 
above the fixed parity. 

Question 4. — Why is the Central Bank m a dominating 
position in a modern money market 2 How far does your 
answer apply to the Reserve Bank, of India * 

Answer — See' answer to Questions Nos 2 and 5, Eco- 
nomics, 1940. 

Question 5 . — Define ; “Speculation”. What are the 
advantages and disadvantages of speculation in industrial 
securities 2 > 

Answer —The word speculation in the economic sense 
is used first to mean 'the legitimate risk run iby the entre- 
preneur or business organiser m the conduct 1 1 of his business. 
The word is also extended by some to include the operations 
of a skilled person who. while not being ai manufacturer, 
merchant or necessarily a buyer from producer or -a seller 
to a consumer, undertakes to buy and i sell quantities of a 
commodity in the expectation of making profit out of his 

estimate of its future rise or fall m price i ' 

/ 

Stock exchange speculators buy stocks and shares 
merely to sell again in the same place and at almost the 
same time , they are not investors m the true sense that 
they hold stock for the sake of the interest which they may 
thereby receive upon then capital They may make a 
buying price and afterwards (or it may be before) a selling 
price and seek profit from the difference between the two ; 
they are only interested in the interest or "dividend^ to the 
extent that any variation or prospective i variation in its 
amount relatively to the general or average rate causes a 
change m the capital value 

Speculators mays perform desirable services for the 
community in steadying prices, m equalising consumption 
and in reducing waste. These services are chiefly perform- 
ed in connection with commodities produced irregularly 
because of seasonal changes Speculation on , the stock 
market does not have quite the same effect m levelling prices. 
It may, indeed, induce fluctuation The stock exchange 
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exist* to facilitate, not the starting ,of new, companies, but 
’the "buying and ' selling of ' shares ’ in i established 'companies 
'and what* service ‘to society os performed, by, the man who 
'buys shares at' one time and sells .them at ,a higher pnoe a, 
'little later it is difficult to see -'Dealing, with shares has ‘no 
influence m adjusting supply to demand, because the, supply 
of share of any' company , is a , .fixed.! amount ;and hot an 
'irregular flow. ‘ ' 


Speculation, by substituting the. payment of .differences 
.for' the payment of the fpll prices of , the . commodity , or , th* 
shares dealt! in, provide an encouragement, to .outsiders to 
come m and gamble and tempts persona with small capital* 
to undertake, operation that require, for safety, a larger capital 
' than they possess,, |it igives „m , fact an encouragement ■ to 
gambtaig , Qainblmg causes imvcys. of many , wad- thus dis- 
courages genuine investors 1 to invest capitals xn shares , of 
similar, industries ' , The speculation, mama rhas, often reaohed 
such, heights that a serious' shock ,to public .credit bas been 
i very, narrowly escaped \,The bull -aiid bears m stock, ex- 
1 change .markets remain very active, ,and > their recrimination* 
do not present an edifying spectacle! to the: outBide public and 
sometimes it becomes necessary to end their wraughtmgs by 
legislation 1 'Illegitiniate ' speculation' 'jn ' industrial shares l* 
at harmful 1 to' the' industries as is '.'such 11 speculation' in', oom- 
niodity m’arket Speculators very' often" adopt 0 similar taotio* 
at' in the commodity market .to rkise the' pnpes of industrial 
shares ’'Attempts' are' made, to 1, "rig” ‘the 'market 1 , by 
disseminating ' imsleadmg ' informafioii' 1 and pausing, ' a® th* 
'ca'se'may be, nervous holders to sell' or 1 "feager buyers' to ^'pur- 
chase quickly thus startmg a movement of prices in 1 th* 
desired , direction and of which the operators take advantage. 
Rumours' are ’spread 1 deliberately ' tljiat! j' a ..edmpany has dis- 
covered new markets for its 1 goods, 0 that it is going to pay 
higher and higher dividends, .and a show is made of buying 
its shares when, there is no intention of holding the share* 
, /°T kmg j The public is misled ^and t hpgins to buy the share* 
,i thus, raising th. 6 ir price " ,'The suitable, .mpment, , for -'unload- 
ing ’ having arrived, the manipulators sell out at inflated 
prices The'inevitable fall m price inflicts heavy losses on th* 
,i gullible public, ,, 


i , , | , This | form of speculation is harniful, to, t the community 
.generally,, .inasmuch , as ! private . investors, ,,are, frequently 
, victimised and violent fluctuations, , in. prices are engendered. A 
,*tock r exchange crash, may, be followed by.-a seyere<i(depression. 
..[Jjhe,, world crisis of ,19129 .was prptMsde^,’by, n »|opk-pxchang* n crash 
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, in the United States ■which, ruined hundreds of American specu- 
lators. Before the crisis 'business profits in the United States 
■were increasing, though commodity prices had not risen markedly. 
Profits increased considerably because improvements m methods 
of production and management had brought down costs The 
very high profits earned in the automobile industry, for example, 
led to over-investment in that field, and the .capacity of the 
industry reached the most amazing proportions 

With the growth of industrial profits speculation grew 
and prices of industrial stocks leapt up Kemmerrer thus 
describes the situation’ 

i - "Prices of stocks on our exchanges rose to figures out of 
all proportion" to the earnings, actual or prospective, of the 
- respective companies From September, 1924 to September 
1929 the mean of the monthly high and low daily averages of 
prices of 351 industrial stocks, as given by the Standard Statistics 
Company, rose from 70.7 to 216, and for 33 railroad Btocks 
fiom 79.3 to 168 1. The volume of monthly sales on the New 
York stock-exchange increased during the same period from 18 
million shares to 100 million shares ” 

Much of this activity yas purely speculative, and the 
speculative boom in shares was followed by the inevitable 
crash. Very often speculators speculate with money borrowed 
from the banks. So long as credit was easy, loans could he 
obtained cheaply When bankers, growing nervouB, stiffened 
their rates and restricted credit, the boom suddenly ended and 
prices of stocks and shares fell as sensationally as they had 
risen. 


Question 6 . — What are the principal effects of the present 
War on the external trade of India? 


Give a brief account of the commercial agreements made 
by India with other countries m recent years and examine their 
effects. 

Ansuer — Since the beginning of the war m September 
1939, Indian exports had Ehown a marked tendency to increase 
and this movement was accelerated during 1940 The total value 
of India’s exports aggregated Bs. 238 74 crores as compared with 
Bs. 189.30 in 1939, showing an increase of Bs 19 44 crores 
'whereas imports wete almost static at Bs, 162 95 crores os 
iagainst Bs.’ 161.03 drores m the previous year. The favourable 
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merchandise balance of trade, in consequence, increased consider- 
ably from Rs. 28 28 crores last year to Rs, 45 79 crores m 1940. 
Figures m connection with export of gold, which has been an 
important feature of Indian trade for the last ten years, are not 
available, but taking into consideration the total amount of 
sterling purchased by the authorities aggregating £70J million 
or Rs 94 crores, and comparing this with the merchandise 
balance of trade, aggregating Rs 45 79 crores, the figure of 
export of gold would seem to be considerable during the current 
year, although it must not be forgotten that quite large payments 
have been made m sterling by the British Government, from 
time to time, to the Government of India for purchases of war 
supplies in tins country The rise in exports is largely contri- 
buted by the items of jute and cotton manufactures The former 
accounted for an increase of Rs 16 crores and the latter for Rs 6 
crores over the previous year Total exports of jute manufac- 
tures amounted to Rs 54 64 -crores and of cotton yarn and 
manufactures to Rs 14 17 crores as compared with Rs 38 43 
crores and Rs 7 94 crores respectively m 1939. Although the 
quantum figures of export trade, are not available, judged by 
the index number of wholesale prices m Bombay which declined 
to 112 in August and stood at 118 m December, 1940 a B 
compared with 128 at the beginning of the year and 135 m 
December, 1939, it would appear that exports had also increased 
lu quantitative terms The increase in exports, therefore, is not 
front uny rise m the price of India’s staple products 

Although the total imports showed very little variation 
from last year there was a remarkable fall m the item of gram, 
pulse and flour imported, which declined from Rs 22 crores in 
1939 to Rs 16 50 crores in 1940 Imports of cotton yarn and 
manufactures also showed a fall of Rs 2 crores over the previous 
year There was an almost corresponding increase in the country’s 
imports of oils, which advanced from Rs 17 47 crores to 21 05 
crores in 1940 and of raw cotton, which rose from Rs 7,65 crores 
to Rs 9 40 crores 

Analysing the import and export trade by countries we 
and that there have been many changes m the directions of 
trade The table on .Jthe opposite page w hich gives Tndm-n 
exports and imports (for the calendar years) grouped acoordmg 
to countries reveals that whereas on 'the export side the 
largest increase has been m the case of the United Kingdom 
and the British Empire, the 'volume of imports from the 
■Empire countries has not’ materially faltered In the case of 
Japan, exports , have" declihed arid imports have increased 
sharply, -while the United States of America purchased more 
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Ho information about the items "which constitute the 
trade between India and other mdmdual countries is a Till- 
able, but it can perhaps be said that the expansion in India’s 
exports to the United Kingdom is 1 mainly the result of in- 
creased absorption by the latter country of Indian foodstuffs, 
industrial raw materials, ]ute and woollen manufactures and 
leather goods Other countries of the Empire have shown 
greater interest in Indian cotton manufactures and have taken 
larger quantities of taw materials for their expanding indus- 
trial production The U S has absorbed larger quantities of 
raw materials which are of a strategic nature and in spite 
of the increased use of substitutes, raw jute and ’ jute manu- 
facture still form an important portion of India’s export to 
the U. S. 

The increase of over 100 per cent in India’s imports 
from the U S was mainly the result of increased purchases 
of Amenoan manufactures, machine tools and chemicals. 
According to the U S trade figures her exports to India of 
finished manufactures increased from ' 29,857,000 dollars 
in the first eleven months of 1939 to 39,619,000 dollars m 
the corresponding months of 1940 During the same period 
exports of semi-manufactures increased from ,3,414,000 
dollars to 15,765,000 dollars and crude materials from 
2,030,000 dollars to 5,695,000 dollars. / 11 

In ^ pit e of Japan’s exit from the sterling block and 
the linking of the yen' to the U S dollar, which resulted in 
the appreciation of the Japanese currency' m relation to' "the 
rupee with the depreciation of sterling against gold currencies, 
India s imports from Japan increased by about 17 per cent 
during 19 10 and exports decreased by 18 per cent While 
the decrease m imports from India was to some extent due 
to Japan having found alternative sources of supply v m ’ East 
Asia and Latin Amsrioa, the -increase in Japan’s exports to 
this country partly represented Indian purchases' of Japanese 
manufactures to replace European supplies which are 
no more available. For example, artificial silk yarn which we 
formerly imported from Itplv is now largely supplied by 
Japan. ~ 


■ Question 7 — Explain the principles of the policy of 
Discriminating ^Protection What changes would yon 
advocate m this policy ? > 


The' 'policy which resulted from the 
Indian' Fiscal Commission is what is 'known 


report of ‘the 
as Discriminating 
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"Protection. Under this policy not all industries are eligible 
for Protection but only industries which fulfil certain necessary 
conditions These conditions as stated in the Majority 
report of the Fiscal Commission are as follows : — 

(1) The industry /must be one possessing natural 
advantages such as abundant supply of raw material, 

! cheap power, a sufficient supply of labour or a large home 
market. Such advantages will be of different relative 
importance m different industries but they should all be 
weighed and their relative importance assessed The success- 
ful industries of the , world possess certain comparative 
advantages to which they owe their success No industry 
which does not possess some comparative advantages will 
be able to compete with them on equal terms and, there- 
fore, the natural advantages possessed by Indian industry 
should be analysed carefully m order to ensure as far as 
possible that no industry is protected which will become a 
permanent burden on the community. 

(2) The industry muBt be one which without the 
help of protection either is' not likely to develop at all or 

i|is not likely to develop so rapidly as is desirable m the 
interests of the country This is an obvious corollary from 
the principles which have led us to recommend Protection. 
The main obj'ect of Protection is either to develop mdus- 
tries which otherwise would not be developed or to develop 
them with greater rapidity. * 

(3) The industry must be one which will- eventually 

'| be able to face world competition without Protection. In < 
,1 forming an estimate of the potentialities of this condition 
being fulfilled, the natural advantages referred to 
the condition (1) will, of course, be considered carefully 
Tne importance of this condition is obvious The Protection 
we contemplate is a temporary Protection to be given to 
industries which will eventually be able to |tand alone 

The conditions laid down by the Fiscal Commission 
closely follow the line of thought by which the protection of 
an infant industry was recognised by the older economists as 
a legitimate exception to the doctrine of Free Trade Protec- 
tion, that is to say, is to be granted only to such industries 
as have a reasonable chance of establishing themselves in the 
country and only as a temporary measure to enable- them to 
Burmount -’the period of initial struggle. -Although the con- 
ditions formulated by the Fiscal Commission are generally 
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unexceptionable [in theory, [the way in which Protection has 
been administered, with reference to these conditions has been 
the subject of considerable criticism. 

The first condition is that the industry concerned should 
possess natural advantages such as a local supply of raw 
materials, adequate market, etc The factors mentioned in 
this condition are illustrative of the kind of natural advantages 
which an industry applying for Protection should possess It 
was not intended by the Fiscal Commission that any one 
of these factors or all of them should be necessarily present, 
but that, on a general review of the position of the industry, 
it should be established that the balance of advantage is in 
favour of the industry In recent years the Government of 
India have placed a more rigid mterpretation on this condi- 
tion and have insisted that the principal raw materials required 
for the industry should be available m India before Protection 
can be granted The application of the glass industry was 
refused on the ground that soda ash was not available in India, 
although m the opinion of the Tariff Board, on a reveiw of all 
the circumstances, the industry possessed sufficient advan- 
tages to compensate it for the absence of soda ash In the 
earlier years the Government of India had adopted a more 
liberal interpretation of this condition For instance, the match 
industry was declared protected although an essential raw 
material, wood of quality suitable for the manufacture of 
splints, was not, in the opinion of the Tariff Board, available 
m commercial quantities in India. The interpretation placed 
m recent years is neither fair to Indian interests nor justified 
by economic considerations The cotton textile industry has 
established itself as one of the most important industries in 
England and Japan. In neither case is the principal raw 
material, raw cotton, present in the country of manufacture. 
The rubber goods industry is one of great importance m the 
ESA, but America does not produce natural rubber 

) it* 1 

1 1 

The second condition is that the industry cannot develop 
unless Protection is given This is really a truism and can 
hardly be called a condition because if the industry is m a 
position with reasonable economies to carry pn without Pro- 
tection, the effect will necessarily be reflected in the estimate 
of the degree of Protection required by . the industry. If the 
industry can stand competition unaided, the margin between 
the import price and ihe fair-selling price which, according to 
the practice of the Tariff Board, measures the amount of 
Protection required, will reach vanishing-point. 
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The third condition requires that the industry will be 
able eventually to dispense with, Protection. This is really 
the effective condition of Discriminating Protection because 
if this condition is satisfied, it necessarfiy,, implies that the 
first condition is also satisfied. It is obvious that unles* 
there is a balance of advantage in favour of an industry, it 
cannot establish itself eventually. In actual practice it is 
most difficult to express ah opinion of even approximate 
accuracy regarding the applicability of this condition It is 
practically impossible even for the best-informed and most 
competent Tariff Board to forecast the position of an industry 
over a period of years so as to judge with sufficient precision 
whether it ' ’will eventually require assistance or -not The 
economies in costs of production and the level of import 
prices which may eventuate during a specified period depend on 
so 'many uncertain factors that no Tariff Board can be expected, 
to • pronounce a reasonably valid judgment on the extent to 
which an industry fulfils this condition In the whole course 
of the Tariff Board’s existence there has been only one case in 1 
which the Board has declined to grant Protection to an 
industry oh the ground that it will, not be able to dispense with 
Protection eventually. This is the , magnesium chloride 
industry. The Tariff Board declined to grant Protection to the 
industry m 1924 on .this ground The Government accepted 
the Tamff Board’s conclusion Three years, later, m pursuance 
of the Government’s policy of reducing or abolishing the duties 
as required by the cotton textile industry, even the revenue 
duty on magnesium chloride was removed. In 1928 the indus- 
try came up again' for Protection and in this inquiry it was 
found by the Board, on a review of costs and prices, that the 
industry would not merely he able to dispense with Protection 
ultimately, but that it did not require any greater assistance 
than the restoration of the original revenue duty. The case of 
the magnesium chloride industry provides an interesting illus- 
tration of the practical difficulties involved m the application 
of the crucial condition on which Discriminating Protection is 
based. 

In spite of these criticisms of the policy of Discrimmating 
Protection, it is necessary if we are to form a fair and correct 
judgment regarding its working, to recognise the substantial 
successes achieved by it. The progress made by industries 
which have received Protection is illustrated by the following 
figures 
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It is a remarkable fact that whole industrial production in 
most countries showed a heavy decline during the period of the 
great depression which started in 1 929, the output of the principal 
industries in India showed a steady end, m some cases, a 
marked increase The favourable position m which India found 
herself during this period as compared with countries was due 
largely to the fact that it was dnnngthese years that the effect 
of the policy of Protection began to manifest itself Whatever 
criticism may he made regarding the protective policy adopted 
in India, the immediate success of that policy, as disclosed by 
these facts, deserves recognition aB an achievement which 
testifies in some measure to its soundness and efficacy. v 
) i 

Question 8 — Discuss the growth of cotton textile industry 
in India Examine the effects of the present war on this 
industry. 

Answer. — See answer to Question No. 10, Economics, 

1938. 

Effects of 2nd European War on Textile Industry* , 

As everybody is aware of it, conditions m the Indian 
Cotton Textile Industry on the eve of the war were very 
bad and the millowners of Bombay and Abmedabad wer 
giving their thought to the question of a planned curtailmen 
of production The war,' however, brought about a change fo 
the better There was very scon a rise m demand for cotton 
goods on account -of the purchase by the Government of 
cloth for the 1 army reqm rements, and prices m consequence 
gradually! went up, and prosperity was scon noticed to be 
in the offing But unfortunately indeed the industry could 
not reap the' whole benefit of it, inasmuch as since the 
beginning of 1940 there, were sundry developments to 
Which the indust jy cculd hardly adjust itself There were, 
for instance, lab c ui troubles in various centres of the industry 
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and these troubles remained till the middle of April. Since 
the middle of April there was some recovery of course, 
but this did not last long. Meanwhile the Exoess Profits 
Tax had been imposed, the railway freights had been in- 
creased, and while the situation thus deteriorated, the intensi- 
fication of the war itself worsened the situation 

Later on the year, however, increased demand of 
cloth for army requirements caused a substantial increase in 
productive activity and double shift working was resorted 
to on a large soale. There was some healthy spurt in 
prices too. 

Production of cotton piecegoods during the first seven 
months of 1640-41 amounted to 2,388 million yards as 
compared with 2,371 million yards m the corresponding 
months of the previous year. Total imports during this 
period were 218 million yards as compared with 364 million 
yards in the corresponding period of the previous year. Ex. 
ports during this period totalled 183 million yards as compar- 
ed with 1 16 million yards during the corresponding period of 
the preceding year. 

The cotton mill industry prospects for the duration of 
the war seem to be bright. An increased demand from th e 
Government of India for textile manufacture for military pur- 
poses, a fall m imports of cotton piecegoods a spectecular 
rise in exports, a higher mill production, a good off-take of 
piecegoods at remunerative prices and the total elimination 
of Japanese competition on account of war on the Pacific 
aro some of the features of the cotton textile industry The 
mills have been working at full pressure to cater to the in- 
creased war orders. But the export demand may be affected 
to a certain extent because of the Par Eastern situation and 
the markets of Malaya, Thailand and other parts which used 
to import large quantities of piecegoods from India would 
go out of the pictures. .These losses may, however, be set 
off by increased off-take by the European countries which 
were formerly boing supplied by Japan and a greater 
extent by tho U. K. 

Qwstion 9 — W rite short notes on : — 

(а) Index Numbers of Prices 

(б) Indian Trade Commissioners. 

(c) Silver contents of the rupee. , 
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Answer —{a) Index Number of Prices . — See answer to 
Question No Economics, 1939. 

(6) Indian Trade Commissioners — In order to develop 
commercial relations between India and foreign countries the 
offices of trade commissioners have been set up in various 
important commercial countries, for example, England, United 
States of America, South America, Australia etc , and well 
known persons have been appointed as Trade Commissioners 
on behalf of India Each trade commissioner has in its 
jurisdiction several countries as, for instance, the jurisdiction 
of the Trade Commissioner at Milan includes Italy, Portugal, 
Spam, South of Erance, Hungary, Yugoslavia, Albania, 
Rumania, Bulgaria and Greece together with the adjoining 
Mediterranean Islands including Malta. 

The functions of a Trade Commissioner fall under two 
mam heads — \ 

(1) Commercial Intelhgence — It, consist m so far as the 
public is concerned, m attending to enquu-ns (i) from Indian 
exporter who are desirous of extending their business connec- 
tions with the various countries m the jurisdiction of the 
particular trade commissioner, (tt) from importers in those 
countries desirous of importing Indian goods, and lastly (nf) 
from Indian importers of foreign goods which do not enter 
into competition with Indian manufactures and products. 
An allied function concerns enquiries in regard to, and the 
settlement of, trade disputes between continental importers 
and Indian exporters, 

(2) Commercial Publicity . — This covers activities whioh 
range from organising Indian Stands at exhibitions and fairs, 
to the furnishing of information regarding India on a variety 
of subjects to official bodies, associations and individuals m 
his territory 

(c) Silver contents of the rupee — Rupee is the most im- 
portant metallic com in circulation m India It is the prin- 
cipal money of the realm and unlimited legal tender Hence 
it may be named the standard money of India but unlike 
standard money its intrinsic value is less than its face valne 
It consists of 180 grams of silver, ll/12ths fine It is not , 
open ,to free comage since Government makes profit on its 
issue In the§e respects it partakes the nature of token money 
It is, as such, neither wholly the standard money nor wholly 
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the token money. It is often described as a note printed on 
silver. 

Early in 1941, the silver content of the rupee was 
ruduced from ll/J2ths to one-half of its total weight. In 
view of the increasing demand for the rupee com consequent 
on increased trade activities and their absorption in hoards 
and the fact that rupee notes, recently introduced, were not 
entirely convenient or suitable for some rural areas, it was 
found necessary to undertake fresh mining of silver coinage on 
a laige scale As, however, it was extremely wasteful to turn 
out large quantities of rupees of the old fineness of ll/12ths 
silver and 1/ 12th alloy, it was decided that the fineness of 
l/2nd silver and 2 alloy, adopted previously for half rupees 
and quarter rupees, should be adopted for the new rupees 
as well 
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Question 1 — Discuss the position of ordinary currency and 
hank currency m the monetary, system of England and • Iidia. 

Answer —There have been and still arem the world many, 
different kinds of money and money systems Corns and notes 
belong to the order full legal tender money or as we call it for 
short legal tender — that is, money which is certified by law 
to be valid in final discharge of a debt for any amount from 
one fellow citizen to another while bank money or cheques 
belong to the order optional money winch is not so certified 
at all Currency notes are freely accepted because of the 
confidence of the public m their convertibility into gold or 
silver But all the exchange transactions for which money 
is required are settled not by the use of gold coins or bank 
notes A large proportion of the mercantile transactions is eff- 
ected by means of book credit The importance of book credits 
may be indicated by the huge figures of the cheques which < 
pass through the clearing houses of the different countries 
When it is remembered that m addition to the visible figures of 
the clearing houses there is a considerable value of the cheques 
which fail to pass through the clearing houses, some notion 
is obtained of the extent to which the exchange business of 
the country is effected, by means of bank credit. In England , 
banking has much progressed and banking habit is much 
developed. The use of bank credit is common in England for 
settlmg exchange transactions whereas m India most people 
do not realise the benefits of the use of oheque currency and 
still hesitate to accept it in settlement of olai ms. 

Institutional conditions set ultimate limits to the use of 
each form of currency. But within these limits considerations 
of convenience, average size of transactions, per head income, 
level of prices etc influence the use of each and there are 
grounds that these factors have changed considerably in the 
last forty years Yet between currency notes and chequeable 
deposits the former still exceed the latter which are slowly 
gaining over them In towns and big cities the use of cheques is 
becoming popular and a very large number of transactions is 
settled by transfers m bank books but m the villages and 
rural areas, currency notes and rupees are the principal mode 
by which debts are settled. 
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Question H . — Examine tlie principles on which the cash 
reserves of banks are maintained Give illustrations. 

Answer — The chief danger to a bank’s solvency arises 
from its inability to 'meet demand obligations The bank must 
therefore keep m reserve in oash, or what is actually equi- 
valent to cash, a sum sufficient to meet all probable demands 
for cash This is called the reserve. It must not be confused 
'With the ‘reserve’ which is equivalent to what we term the 
‘surplus’ or with the reserve capital’ which is often used to 
designate the 'unpaid capital’ 

Since the cash reserve is designed to meet immediate 
obligations it must be composed of cash or something that is 
instantly convertible into cash 'Gilt Edged’ and Government 
Securities are no substitute for a cash reserve because in times 
of trouble they may not be saleable at any price 

p The extent to which cash reserve should be kept by a 
bank is a delicate question Sometimes a bank finds very few 
demands made on it for cash and plently of idle cash lying in 
the vault, a sight rather painful to the banker On other 
occasions, large sums of cash are withdrawn and the bank finds 
its ca-b resources rendered very thm The bank must keep all 
these circumstances m view It has an idea of what its till 
money is from day to day 

A bank cannot refuse to honour the cheques of its 
customers The Bank has, therefore, to keep a sufficient cash 
reserve to meet any possible rush or run of depositors on it. 
The amount of such a reserve would depend upon the attitude 
of its chents, the nature of its deposits (whether they are in 
current account or for fixed periods, its reputation for its 
integrity, its financial strength. These qualities are different 
for different hanks A cash reserve of 5 per cent may be quite 
sufficient for one hank but for another even a bigger reserve 
might be small. Under all circumstances, however, the assets 
of the hank should be so distributed that in the event of 
unusual rush or even panicky demands for cash these assets can 
he quickly mobilised The ability of the bank to find ready 
cash to meet possible abnormal requirements of its customers 
is a vital point and this item may be regarded as the bank’s 
first line of defence 

What should, however, be the percentage of actual 
cash holdings to the deposits 1 = a question whose answer 
surely cannot be given in very definite words. It depends 
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■upon the nature of the community that the .bank serves 
and that of its investments In certain cases it also 
vanes with a variation in the season Nevertheless, ever} 
bank manager has in his mind’s eye Oonver tional per- 
centage which is his best endeavour to maintain know- 
ing that every reduction belqw that percentage reduces 
his margin of safety and every excess reduces his profits. 
The following factors determine the percentage of cash 
resources to demand liabilities — 

1 The size of the cash reserve of a particular bank 
depends upon the average size of the deposits of its 
customers It shall have to be such as will enable it to 
meet heavy withdrawals of the depositors having maximum 
amount of deposits 

2 If cheque habit is suffi eiently developed and de- 
mands are not adequately made in cash the amount in 
reserve may be smaller than otherwise is the case. 

3 If clearing system is well developed most of the 
cheques are settled by transfers through the clearing house 
and the necessity of keeping high cash reserves is avoided 

4 If banking habit of the people of the place is 
sufficiently developed and they are not used to hoarding, J ‘ 
there is a constant inflow and outflow of funds into and 
from the banks, it means that the banks can carry on smaller 
cash reserves than is possible if otherwise' is the case 

5 If the customers of a bank belong to such classes 
as Bill Brokers and Discounting Firms whose accounts are 

, of fluctuating nature a larger cash would be required to meet 
the heavy withdrawals. 

6 If the investments of a bank are such as can be 
easily liquidated a smaller cash reserve would be necessary 
as the investments would be available whenever funds are 
required 

7 Finally, if banks are situated m Commercial area 

they are required to keep much larger cash than if they 
are situated m an agricultural 'area - ^ 

The proper amount of the reserve is sometimes fixed 
by law In India, the scheduled banka are compelled to keep 
5 % of their demand liabilities and 2? per cent of their time 
liabilities with the Reserve Bank of India. 
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Question 3.— Why do prices rise during a -war * What is 
meant by Price Control. How far can it be effective in 
India 1 

Answe . — War brmgi about great chinges in the demand 
and supply curves of a large number of commodities The 
demand for war goods, armaments and other allied goods, 
increases tremendously Trade with belligerent countries 
ceases , the supply of good i imported from them decreases, 
the demand for goods exported to them diminishes Trade 
with neutral countries is also affected Either due to their 
natural sympathies or due to their geographical situation, 
exports to them and imports from them undergo a great 
change The priority which has to be given to war goods in 
allocating transport facilities creates further disparities be- 
tween demand and supply Due to the transport shortage, 
not only is the trade with foreign countries affected, hut even 
the internal market is often divded into a senes of local 
markets, each with a price of its own. The movements m 
population due to the direct necessity of war or due to 
the need to move from comparatively dangerous areas to safe, 
ones put a further strain on transport and aggravate the 
difficulties of transport shortage .All these factors leadjto 
great changes in prices in war-time And since the most 
important factors m the situation is the Government demand 
for war goods, the general change in prices is a change up- 
wards t c., a rise in prices. 

In normal times, a rise in prices fulfils a very essen- 
tial function. It restricts the effective demand to the 
available supply, and by stimulating the producer to produce 
more, serves to bring up the supply to the level of the 
present demand m future In war, however, this function 
becomes obsolete m many cases In a modern totalitarian 
war, there are no limits to the demands of the Government 
It is ready to absorb as much of war goods as can be 
produced. Thus, there is no possibihty of the supply catch- 
ing up with the demand, and thus establishing a normal 
balance between the two Even if this were possible, the 
Government would not consent to private parties making 
a fortune out of a public calamity With regard to a 
rise iriPtlic prices of civilian goods, especially, necessaries, the 
same considerations hold good. A rise m their pricos leads 
to a greater demand for dearness allowance, thus leading to 
constant labour trouble”, or wages and prices pursuing each 
other in a various spiral. The Government, therefore, has 



ECONOMICS 


11 * 


J 

to take measures to check a rise in prices, i.e., to control 
prices. 

The extent to which price control measures may bo 
effective will depend on the particular cause of the price rise, 
the nature of the goods affected, etc the easiest rise to 
control h the -peculative price rise, which is not warranted 
by any inherent conditions, u, by any supply or demand 
conditions Such a rise is only due to the stocking by the 
middlemen m the expectation that prices would rise in future, 
or due to their desire to create an artificial temporary short- 
age taking advantage of the consumers’ ignorance If stern 
measures are taken against these profiteers and alternative 
methods of distribution like cheap gram shops opened up, 
this price rise can be easily checked ^The steps taken by 
Government m this country to control prices during the 
early stage of the war were fanly effective 

The rise that takes place m the goods demanded by 
the Government is also easily checked though it may be 
due to real conditions of the market The Government is, 
very often, the so’e buyer here, so that there is no question 
of an allocation of supply Where private buyers are com- 
peting with the Government, the Government can easily 
got over the difficulty by shutting them out altogether, or 
by decreasing that only what is left over after Government 
orders have been satisfied can be sold to private consumers , 
or if several kipda of goods are produced by the same manu- 
facturer the Government may compel the producers to 
reserve a certain part of their productive capacity for pro- 
duction of goods demanded by the Government, as is the 
ease m India with the textile manufacturers at present 

The most difficult case is the real price rise in civilian 
goods Here if the natural mechanism of price rise to equate 
effective demand to supply is dispensed with and measures 
taken to reduoe demand, the result will be queues of people 
quarrelling amongst themselves before the shops and, an un- 
satisfactory distribution of the available supply 

Tt is, therefore, imperative in such a case to arrive at 
some rationing system artificially to restrict the demand But ' 
to introduce any satisfactory rationing system a knowledge 
of the amount produced and the consuming habits of various 
Motions of the people is essential. This information is laoking 
in India in the oase of many commodities. Hence, the great u 


<120 


ECONOMICS 


difficulty of our price -control -and the great possibilities of 
its proving ineffective. 

Question 4 . — Why did the value of the rupee change { a ) 
during the last war (1914-18). 

Answer — Upto the year 1850 the relative value of gold 
and silver was fairly steady Thereafter for about twenty 
years the ratio was in favour of silver From 1871 a 
gradual fall in the gold value of silver became noticeable 
m the\ world’s market Not only the production of silver 
- increased but that of gold had fallen Further several 
European countries, Germany, Sweden, Denmark and 
Norway demonetised silver from their country. The output 
of silver from new mines began to flow into India and had 
to be freely coined by the Indian Mint, It was opened for 
free comage and the people considered it profitable to 
convert silver bullion mto silver corns. The fall m the gold 
value of silver opened a new chapter in the monetary history 
of India and its effect was felt by India more than by any 
other country. The general level of prices began to ns* 
and the price of silver fell from 58d. per ounce m 1875 to 
27 per ounce m 1 899 With the fall in the value of silver 
the exchange value of rupee in terms of the sovereign began to 
decline for the importers of Indian commodities could now 
pay their debts with silver and the consequence was a steady 
flow of silver mto India. Between 1874 and 1880 the gold 
value of silver fell from 22 3d. to 19.9d This depreciation 
m the value of the rupee produced an embarrassing situation 
in India. In the first place India’s foreign trade was un- 
settled. Every fall m the value of rupee encouraged exports 
and discouraged exports Secondly; the finances of the Govern- 
ment were unsettled. As Government had to remit Home 
Charges which were payable in gold all calculations in 1 the 
budget regarding payment for home charges were upset by 
the fall m the value of rupee and heavier taxation m rupees 
had to he resorted to for covering the budget deficits In the 
words of a finance member, Indian' Finance m the eighties 
was a gamble m rains and exchange 

The continued fall in the value of the rupee led to the 
appointment of the Herchell Committee who were called 
upon to rronounce their verdict on the silver standard 

Currency Position in 1914 to 1918 

Before the recommendation of the L Chamberlam Com- 
mission ■ could be considered by the Government the Great 
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War broke out and all tbe proposals for reforms had to be 
delayed The Indian Currency system stood successfully 
the strain of the war during the first two years The currency 
trouble commenced towards the end of 1916 There was m 
the first place, a good demand for Indian commodities by the 
allied countries The prices of commodities had risen con- 
siderably not only in Europe but also in India (2) At the 
same time, partly owing to difficulties of transport and partly 
owing to a reduction in the supply of imported commodities, 
the balance of trade largely turned in India’s favour The 
liquidation of this favourable balance of trade presented very 
serious difficulties (3) Normally India received a consider- 
able amount of precious metals m settlement of her favourable 
balance of trade But the embargo imposed *by many 
European countries upon the export of precious metals rendered 
the liquidation of India’s favourable balance extremely 
difficult There was, therefore, a great and persistent demand 
off the value of Indian merchandise But it was not possible 
for the Secretary of State for India to sell unlimited quantities 
of Council Bills. Owing to heavy disbursements by the 
Government of India on behalf of the Home Government, 
large fundB had accumulated with the Secretary of State for 
India C4). During the wax, India was made the base for the 
supply of munition to the eastern theatre of the war, viz. 
Mesopotamia and East Africa, The Government had to 
purchase munitions and pay for troops engaged in those 
parts The expenditure was incurred on behalf of the Home 
Government and the arrangement was that the Home Govern- 
ment would pay the Secretary of State for India As tbe 
Secretary of State for India got money from the Home 
Government, it was not necessary for him to sell Council 
Bills for expenditure on Home Charges 

Further, there arose a new and unforeseen factor. The price 
of silver in the London market began to rise heavily and by 
August 1917 itjrose above parity The Secretary of State for 
India could not, therefore, sell Council Bills at a rate which 
did not cover the cost of the coinage of a new rupee. 

The prices of silver contmued to rise till it reaches the peak 
figure of 800 per ounce It was impossible for the Government 
to maintain any fixed ratio between gold .and silver and all 
attempts to stabilize the value of silver rupee failed In 
December, 1919, the exchange rose to 23d per rupee The 
Government bought 200 million ounces of silver from USA. 
and economised the use of silver by issuing 2J and Be. I 
notes and nickel corns of lower denomination. However, the 
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net impact of war was the breakdown of the Gold Exchange 
Standard. — 

The rise in the price of silver introduced very serious 
complications in . the Indian currency system. Under the 
Gold Exchange Standard. Government were legally bound to 
pay rupees for gold at the rate of Rs 15 for a sovereign. 
With the lowering m the price of gold, it became profitable 
to import gold and present it to Government for conversion into 
rupees, and to export rupees as bullion This situation had to 
be met by acquiring all gold at the current rate of exchange, as 
otherwise there was a danger of rupees being dramed away from 
India Another complication that manifested itself was the run 
on the rupee reserve for maintaining the convertibility of notes 
into rupees Government were confronted with the risk of 
incovertibihty of the Indian Paper Currency Even the aruval 
of the silver from America under the Pittman Act did not 
reduce the demand for rupees which continued throughout the 
year 1918. The legal convertibility of the rupee was, however, 
maintained by various artificial methods. 

Question o —Discuss the relative positions of the Reserve 
Bank of India and Imperial Bank of India in the Indian money 
market. 

Answe.1 .—Prior to the establishment of the Reserve Bank 
of India in 1935 India had a dual system of control over her 
credit and currency. The Government controlled the currencv 
and the credit situation, so far it was controlled at all was 
controlled by the Imperial Bank of India Divided control 
meant divided counsel and failure to co-ordinate With the 
inauguration of ihe Reserve Bank the control of both credit and 
currency was placed m the hands of a single authority The 
Reserve Bank of India Act 1934 sought to put an end to the 
leadership of the Imperial Bank on certain lines The Reserve 
Bank assumed the control of the money market but' working as 
it is in a country of non-homogenous conditions it has not come 
to the expectation and has failed to exercise the same full 
control over the Indian money market as the Bank of England 
does in the London money market The Reserve Bank discount 
rate is ineffective for all practical purposes This is due to the 
fact that the bank rates does not permeate the entire banking 
system The money market in India is divided into two parts: 
the European and the Indigemous There is no cohesion 
between these parte of the market and there are frequent dif- 
ferences between the bank rate and the bazar rate. When the 
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Reserve Bank rate was reduced to 3% per annum the Imperial 
Bank rate remained at 3£%. 

The Reserve Bank of India is no doubt a banker’s 
bank but on account of its having a limited number of branches 
the other banks deposits kept with it are most very large. 
Imperial Bank of India has, on the other hand, a large number 
of branches spread all over the country Its private deposits' 
amount generally to more than a third of the aggregate deposits 
of banks m India A bank with such enormous resources, 
expense and strength could always be sure of forcing others to ' 
lead when such lead was in conformity with operations circum- 
stances Moreover its connection with the Government gives its 
command over large and dependable volume of pubhc funds It 
is a semi-bankers’ bank The other banks have their overdrafts 
mostly with the Imperial Bank and as already stated above, it 
is the Imperial Bank advance rate and not the Reserve Bank 
bank rate which is of prime importance m controlling the 
money rate in the money market at most of the places 

Question 6 — What are the principal methods by which the 
States can help industries* Which do you advocate for India 
after the present war* 


Annuer — The poverty of India is notorious It is also 
colossal Such is because India’s production is low Its man- 
power is untrained and unorganised A majority of the popu- 
lation is illiterate The country depends for its subsistence 
mainly on agriculture India’s industrial development has not 
received all the attention that it needs India stand far behind 
the other countries of the world so far as the industrial position 
is concerned The pressing problem that faces the country is 
low to convert her from - an agricultural country into an 
industrial one This can be done by launching a s iheme of 
industrialisation based on a nation-wide plan supported all its 
way by the Government Sir M Viseswraya, the President of 
t e All-India Manufacturers, — Organisation, Bombay, has 
suggested a plan for industrialising the whole country on a 
regional basis The scheme as envisaged by Sir Viseswraya, is 
based on the classification of industries into three types, viz , 
rge scale industries under which come those industries requiring 
capital of Rs 3d lakhs or more while, for medium scale indus- 
r}?, 3 ' th r°j tlay needed would be between Rs 1 lakh and Rs 30 
- Industries with an invested capital of Rs 1 lakh or less 
are included under small-scale industries. 
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The reason why, large scale industries should be estab- 
lished, according to Sir M Viseswraya, is that they eliminate 
the economic waste inherent m a country’s excessive imports 
He, therefore, proposes that every Provincial Government 
should undertake one or two large-scale key industries accor- 
ding to local needs and the resources at its disposal. In order 
to start such key industries, we are told, it requires only about 
three years’ time The most important of such large-scale 
industries include ship-building, railway locomotives, power 
machinery, automobiles and aircraft, industrial machinery, 
armament production, machine tools, chemical industries, 
agricultural machinery, aluminium and dyestuffs. f the 
country’s needs are to be adequately met, observes Sir Moksha- 
gundam, preparations for the establishment of a large number 
of the type of industries mentioned above should be com- 
menced, without further loss of time, by the Government 
constituting a proper Post-war Reconstruction Board or 
Committee with a > competent executive staff under the gui- 
dance of a trusted industrial leader as Chairman 

^ I 

Medium-scale industries can be fostered by private 
enterprise, continues Sir Viseswraya, by non-official industrialists 
and businessmen, and all that the Government need do in 
this sphere, according to him, is to extend protection from 
foreign competition as far as it lies within its power It 
could also help * by granting subsidies, contributing share 
capital, and if possible, guaranteeing interest on capital for 
a limited period Medium-scale industries have not prospered 
m India, opmes the veteran engineer- states, and because of 
ignorance regardmg the elementary scientific principles and 
business pracuces necessary for securing a profitable return. 
There is also lack of reliance, information and adequate statis- 
tics to guide enterprising mdustriahstB m shaping their policies 
in a planned fashion. 

Small-scale industries, m the opinion' of Sir Vxsveswraya, 
are of special value to the rural population as a source of 
income in the period of unemplovment The small man and 
the home industry still hold a primary place in village econo- 
my Lack of capital is an eternal problem with the farmer- 
Requisite financial facilities should, therefore, be provided 
to him, and progress from year to year watched and 
reviewed by maintaining reliable statistics Care should be 
taken to encourage, at first, only such cottage industries in a 
given area as would directly assist the rural population to 
meet its subsistence needs The .production of luxury goods, 
it is suggested, should be avoided ns far as possible for the 
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next'tein years or until' an. appreciable rise is secured in the 
standard of living of the people This . advice is particularly 
noteworthy. ' 

Question 7 —Examine briefly the nature and amount 
of industrial development m India since the policy of Discri- 
minating Protection was introduced 

Answer — The policy of discriminating protection has 
been severely criticised by a section of the people but one 
cannot minimize the importance of the policy to the industrial 
development of India Whatever achievements India may be 
able to claim in the future the work of the Tariff Board in the 
Country wdl contmue to be regarded as the necessary founda- 
tion ■ for the edifice of Indian industry The Indian Tariff 
Board is the natural result of the decision of the Government" 
of India after* the Great War to change the fiscal policy and 
adopt a pohcy of Protection to be applied with discrimination. 
This decision was based on the findings of the Fiscal Commis- 
sion that the industrial development of India had not been 
commensurate with the size of the country, its population and 
its natural resources and that the fullest development must be 
aimed at by a pohcy of judicious protection The Fiscal 
Commission also laid down the guiding principles of such a 
policy and recommended that in its application the Govern- 
ment of India should be advised by a Tariff Board The 
procedure in the case of a Tariff Board enquiry was simple 
The Tariff Board should satisfy itself regarding the following 
conditions before recommending protection to an industry 

1 ' The industry must possess natural advantages, such 
as an abundant supply of raw material, labour ,-or cheap 
power or a large home market No industry which does not 
possess certain comparative advantages will be able to compete 
in the long run ,No industry should be protected, which is 
likely to become a permanent burden on the community 

It must be proved that the industry cannot make pro- 
gress or its progress is likely to be slow unless protection be 
granted to that industry The object is to develop those indus- 
tries, which otherwise would not have developed and to 
develop them with greater rapidity 

(3) The industry must be such as will ultimately be 
able to face world competition without protection In other 
words protection is to be a temporary measure 
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The Board has so far undertaken and accomplished a 
wide range of enquiries. Of these, m only few cases have its 
recommendations failed to meet with the acceptance of the 
Government. Wire and wire nails, which was one such, subse- 
quently gamed the protection it sought In the heavy chemi- 
cals industry, the publication of the report was delayed for 
two years after its submission to Government, after which it 
was granted tentatively a somewhat grudging measure of 
protection In a number of mstances, the applications were 
turned down by the Tariff Board, and the Government acquies- 
ced in its decision In the case of magnesium chloride, coal 
and printers’ ink, it was held that the case for protection was 
not established, though the latter gamed its object through a 
slight increase in the import duty Cement failed to procure 
State help as it was found that what the industry suffered 
from was not the competition of foreign producers but a state 
" of overproduction at home, a position which it was for the 
industry to adjust as soon as and as well as possible. The 
most outstanding instance is this category of rejected applica- 
tions is that of oil, m which not only were the producing 
interests unable to establish a ease for protection but a certain 
section' of them was found to be unwilling to place the full 
facts before the Board. There were cases in which import 
duties on raw materials" needed for Indian industries were 
either reduced or removed In all the other cases, the appli- 
cations have resulted m the grant of a substantial measure of 
protection. But the chief beneficiaries of the activities of the 
Tariff Board have been the Cotton Mill industry and the iron 
and steel industry. To this may' be added Bugar because of 
its being a prime necessity and having an equally important 
place both m the agricultural and industrial life of the country. 
All these three industries have, on the whole, made good use 
of the advantages conferred on them by the State. The cotton 
mill industry is much older than the policy of the discrimina- 
ting protection And one would expect that the additional 
advantage of protection would enable the industry to outgrow 
the need for these much sooner than other industries. The 
industry has expanded considerably and is now in a position 
to satisfy to a large extent the country’s demand for every 
kind of cloth. The Iron & Steel industry has been hundred 
per cent, successful under protection Not only have the 
protective duties been withdrawn in some cases but the Tariff 
Board has actually recommended the abolition of revenue 
duties 

The sugar industry has made a rapid progress in the 
short period of protection. Within a year of the inauguration 
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of protection for sugar it was clear that in this instance pro- 
tection had led to abnormal expansion and it was in the 
interest of the industry to put a curb on such expansion. 
The Government of India also found that the import duty on 
sugar comprising as it did, both the protective duty recom- 
mended by the Tariff Board and the revenue surcharge, was 
so effective in checking the import of sugar from abroad that 
the Government’s expectations of revenue from this source 
were not realised So in the last quarter of 1933-34 Sir George 
Sohuster came to the conclusion that m the interest both of 
the industry and of revenue on excise should be levied 
on sugar, leaving the net amount of protection at the level 
recommended by the Board, so that, it will be seen that 
protection has been successful not only in bringing the sugar 
industry into existence but also m including its vast expansion 
within a very short period 

The matches and paper industries owe their present posi- 
tion to the sheltering care of protection enjoyed by them 
There is an excise duty on the manufacture of matches 

There is no doubt that protection haB helped a number 
of industries m India But the number of industries that 
owe their growth to protection can be counted on tips ends 
There is a strong feeling prevailing in India that Discrimina- 
ting protection is a halting and a half measure for industrial- 
ising the country. The recommendations of the Tariff Board 
are not always accepted by the Government, as for example, 
glass industry has not been given protection although the 
Tariff Board recommended it Discriminating protection is 
further diluted by the policy of Imperial Preference which has 
been accepted by the Government. 

J 

Question 8 —The imports of a country are paid for by export 
Explain this statement and illustrate from Indian conditions. 

Answer —See Answer to Question No 7, Economics— Part 
II, 1936 

Question 9. — Write short notes on- ' (a) Inflation, (b) 
Exchange Control, (c) Terms of Trade (d) Key Industries. 

C 

Arswer (a) Inflation — Inflation may be defined as an 
abnormal and ideliberate expansion of currency and credit 
beyond the amount necessary for the requirements of trade at 
the prevailing level of prices To put it in the words of Wal- 
ker, 'A permanent excess of the circulation money of a coun- 
try, over that country’s distributive share of the money of the 
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commercial world, is called Inflation.” It is quite distinct 
from the oridinary expansion necessitated by the increase m 
trade or population. 

The value of money depends upon the relation of supply 
to demand, an increase of notes issues implies a loss of value 
in each given quantity of money. This involves rise in 
prices The creditors are defrauded although there is a corres- 
ponding gam to the debtors. The rising prices of commodities , 
increase the profits of the producers and thus stimulate busi- 
ness. Profits are mcreased because cost of production does 
not increase as quickly as prices and so the rise in prices in- 
crease the margin of profit The uncertainty of the extent 
of the depreciation, however, makes notes a bad standard for 
deferred payments Trade is rendered uncertain and specula- 
tive Inflation thus becomes a highly destructive force with- 
in the field of mdustry dealing a grievous blow at the organi- 
sation of the industrial body tor the purposes of production 
and exchange. 

lb) Exchange Control means operations undertaken by 
monetary authorities for purchase and sale of exchange for a 
definite purpose, like the maintenance of a certain exchange 
level, between two or more currencies, or exchange embargo 
or restrictions or special organisation created to develop a cer- 
tain monetary or exchange policy But m its widest sense it 
includes all those methods through which a Government or a 
Central Bank tends to give to its country’s currency an exter- 
nal value higher than what Cassel would call the “parity rate ” 
But an attempt to maintain a disparity between the actual 
rate (likely to result from the forces of supply and demand) and 
the artificial rate (which is the result of exchange control) 
must be followed by a dram on the gold reserves of the ooun- 
try and so the function of Exchange Control is to prevent the 
outflow of gold It, therefijre, rests upon the exchange Con- 
trol to remove the disparity between the two rates and alter 
the underlying forces in such a way that the artificially con- 
trolled rate becomes m the long run the actual equilibrium rate 
when there will be no further need to prop it up with special 
support. 

Exchange Control has a wide signification and embraces 
a large field of monetary activities with exchange, finanoial 
economic and even political objectives The organisation 
through winch these objectives are achieved may be the Cen- 
tral Bank or any special organisation, exclusively official or 
fccmi-otficinl. 
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(c) Terms of Trade . — Terms of trade may be defined 
as the rate at which the exports of a country exchange against 
her imports. Let ns explain it with the help of an example. 
Suppose there are two countries A and B engaged m the pro- 
duction of two commodities, tea and linen respectively. For' 
country A, the opportunity cost of producing 1 unit of lmeir 
is 1 unit of tea. She will therefore be prepared to exchange 
some tea for some linen at any rate which gives her more than 

1 unit of linen for every unit of tea exported For country B 
the opportunity-cost of producing 1 umt of tea for less than 

2 umts of linen. This means that the terms of trade between 

the two countries will he somewhere between the opportunity- 
cost ratio in each. One unit of tea, that is, will exchange for 
■more than 1 umt but less than 2 units of lmen Exactly where 
the ratio will he between these two limits will depend upon 
the relative demand for tea as against lmen in both 
countries! 7 

Terms of trade lie at the basiB of international trade 
These are not fixed but may change as time goes in. 

t™ iS K ? y Industries are those indus- 

trTand^S! tfl o f which are °f great importance to a coun- 
y and on the existence of which depends the industrial 

OTlroTaMSted ^ott* 7 ’ t?® J, adla ' key mdust nes ar& those 
SS 00 * ■ T J extiIe > Chemical etc In certain 

mis by numerou? ot£r rnSrieT" *" mate ‘ 
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Question 1 — How is the / value of money determined T 
Why does the value of money change ? Give illustrations 

Answer — Like the value of every commodity, the value 
of money is determined by the demand for, and the supply of, 
money Smce money has no value in itself, because its utility 
is not direct, but derived from its • purchasing power over 
commodities m general, it has been concluded) rather hastily^ 
that the elasticity of demand for money is unity — the behef 
more popularly known as the quantity theory of money But 
this is untrue Money has value not only as an immediate 
buyer of goods and services, but has also a deferred value. 
Money serves as a store of value m modern times It may, 
therefore, be that at certain times the demand for money may 
become greater than unity. This will be specially so, when 
prices are falling rapidly People anticipating a still furbner 
fall in prices will postpone their buying and store their money, 
the liquidity, preference for money will go higher, and the 
price level will fall even if the money volume is not contrac- 
ted The contrary will happen in times of rising prices 
Expecting a further liso in prices, people will prefer to hold 
and hoard goods, there will be a flight from money, and prices 
will rise even when there is no rise m the quantity of money. 

If these changes had no connection with changes in the quan- 
tity bf money and occurred independently, the quantity then 
would not have been vitiated, it would have only to be stated 
more carefully with the saving clause “other things being 
equal.” Unfortunately there is almost a 'causal connection 
between the changes in the quantity of money and changes 
in the liquidity preference of the community: A rapid rise 
m the quantity of money leads usually to a tendency to 
hoard, which further raises the prices This is what happened 
during the post-war inflation m Germany, when the price of 
the commonest article was quoted m millions of marks. Some- 
thing similar happens during the upswmg of the trade cycle. 
Conversely when the quantity of money is reduced, the price 
level will fall much further than that warranted by a decrease 
m the quanhtv of money 

We have seen so far a factor which aggravates the rise 
of fall m value oi money compared with the decrease cr in- 
crease m its quantity. But there are also factors which may 



' economics 


131 


cancel or modify this effect An increase m the quantity 
of money at a time when resources are not fully explored 
may bring about a rise in production and, thus prevent the 
rise m prices. 

The value of money being thus idetermined by demand 
and supply, any factory causing disturbance m either will 
mean a change m the value of money. Only some of these 
' are given below for illustrative purposes ■ — 


(а) Currency . — Due to various reasons, the State or the 

' central banking authority may decide on an expansion in the 
currency circulation It may be that the State cannot 
finance,, as is the case in India to-day, its expenditure — with- 
out resort to the printing press , or it may only be in’ 
response to. the increase in demand for money If the currency 
m circulation increases, {other things being equal, the, price 
level will increase , the additional currency having now to 
perform the same work as before, its value will go down 
The reverse will happen in a case where either m efforts to 
maintain the foreign exchange rate or otherwise, the State 
contracts the currency circulation. 

(б) Credit — Credit in modern times plays an increasingly 
important role m deciding the value of money Though due 
to the legal rules in some States and due to the convention m 
most, the banks maintain a certain ratio of their cash in hand 
to liabilities, they cannot be forced to lend always upto the 
maximum amount. Where the ratio is conventional, the 
freedom is much greater If the psychology of depression, 
has gathered force, the banks may not like to involve them- 
selves m risk, and will prefer to have ■ a larger amount of 
idle balances In normal tunes, they will ' ’be ' satisfied with 
the minimum An increase or decrease in currency circulation 
may, therefore, be remforoed by a parallel movement in', credit, 
or be counteracted by an adverse movement m it 

■, !fi) J Velocity of CircuCation —In determining the value .of 
money, it is not the quantity of money that is important, 
but the quantity of money used per unit of time. ”A 1 penny 
with a quick e turnover may do more work than a hoarded 
pound. In general, the greater the tempo of industrial life, 
the greater will be the velocity of circulation In a village 
the velocity will be much less than m a big town In boom 
times, the velocity will be much greater than m a crisis. 
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(d) Change in Production and Trade .— Other thmgs 
being equal, an increase in production and trade trill mean an 
increase in the demand for money and, therefore, _an increase 
m its value, A decrease in production and trade will mean a 
decrease in the value of money. It is for this purpose that 
an increase in currency and credit is considered advisable 
when there is an mcrease in production , otherwise, falling 
prices may have a damping effect on business. 

• 

(e) Change in Business Conditions . — More important 
perhaps than production is the change in business conditions. 
From the viewpoint of the value of money, it is the number 
of transactions for which it has to be exchanged that is im- 
portant. A change over from credit transactions to cash will 
thus mean a rise in demand for money and, therefore, a rise 
in its value. Similarly, a greater vertical integration of 
industry will eliminate some demand for cash, thus having an ' 
adverse effect on the Value of money. 


Question 2 — Describe the operation of a trade eyele, 
illustrate from Indian conditions. 

< Answer. — See' Answer to Question No i. Economics 
1937. ’ 

Question 3 . — Examine the effeots [of the war on Indian 
currency. 


Answer . — The position of - Indian currency on the eve 
of the war was determined by the provisions of the Indian 
Currency Act of 1923, the subsequent order of 1931 delinking 
the r,upee from gold and linking it to sterling and the Reserve 
Pank of 'India Act 1935. Ths Reserve Bank of India is in 
sole charge of the issue of paper and is also under a moral 
obligation to give rupees m exchange for its notes ; it is re- 
quired by law to sell and buy sterling at the rate of la. 6 d. a 
rupee ; and itB reserve position was statutorily determined 
to the effect that it must not have less than 40 per cent com 
m> the form of gold and sterling of which gold was to be of 
value not' less than 40 crores. The rest of the reserve could 
be in the form of rupee, securities, rupee corns and trade hills, 
the former not to exceed the sum of Rb. 60 crores It was 
also laid down that the reserve of rupees should be kept at 
Rs SO crores any reductions m the same being replenished by 
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the Gaveramsnt of India. The statistical position regarding 
currency ia India on the eve of the war is given below : — 

[Figures in lak'hs of Rupees.) 

Liabilities : 

Total note issue ... 216,78 

Notes held in the Banking 
' Department ... 37,89 

Notes in circulation .. 178,89 

Assets ■' 


Gold com and Bullion ... 44,42 

Sterling securities ... 69,60 

Rupee coin ... 75.47 

Rupee securities - ... 37,39 


Total Assets ... 216,78 


3 ° percentage of gold and sterling 'to 'total note issue 
was 47 9 per cent or well above the statutory minimum 

ererv wallTof 1 !,? V6 7 dl8t Y rbl ?S factor It . upsets' almost 
moneta™ 1 f *5 P artlcular l4 P* a ys havoc with the 
monetary mechanism of a country. The effects of the war on 

headach^to th* T ^ grave and are even “ow causing 

TheS ° eff6CtS b! 


(1) Scarcity of rupee coins. 

( 2 ) Scarcity of smaller coins. 

(3j Inflation of ourrency , and 

(4) Accumulation of sterling balances m London 

(5) Change m the paper currency. 


blem tit anJ tj f c ° m8 was the ^ currency pro- 

to face 'after the war started As 

rush to ? n u al ? deo i ared war on Germany, there was a 

signs of half hLrf^ k mt0 Sllver TO Pees. There were 

and^ the co?'v^i d C0X1& ^ n0e the British Government 
savings The no I T , ,ra8 , BU PP OS0 fi to give some safety to 
tendency T Th« ly ?£ fclsh r ® verses bel P e d to strengthen this 
y. The conditions became really critical after the 
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fall of France in the summer of 1940. In the beginning the 
Reserve Bank met all the demands fully and without any 
check. But by the middle of 1940, its rupee stock was greatly 
depleted and there was need of changing' the policy. Conse- 
quently help was taken of the Defence of India Rules under 
which hoarding of rupees was made illegal. This did not 
succeed in reducing the demand for silver rupees The Govern- 
ment then issued non-convertible one-rupee notes Subse 
quently the silvar contents of the rupee and half-rupee corns 
were reduced as the rise m the market price of silver made 
the melting of these corns a profitable business. At the same 
time, old and heavier rupee coins bearing the stamp of Queen 
Victoria, George V, Edward VII and George VI were with- 
drawn from circulation. In 1941, the Government had to 
issue two-rupee notes. By all these measures, the problem of 
the demand for rupee corns was at long last successfully 
solved. 

The solution of the problem of the demand for rupee coins 
was perhaps one of the causes of creating a scarcity of smaller 
coins. When the hoarding of rupee coins was made illegal, 
people, pn rticulariyvillagers, began to hoard smaller coins. The 
Government, indeed, made much of hoarding later and stated 
that hoarding was the only cause of the scarcity of small 
coins. This was not altogether correct for as soon as the 
Reserve Bank refused to give small coins for more than two 
rupees at a time and the Government/ took strong action 
against hoarders under Defence of India Rules, such hoard- 
ings as did exist were brought to light. The real reasons of 
scarcity were the increased purchasing power with the masses, 
the rise in prices and the payment ol daily wages to a very 
large number of freshly employed workeis All these factors 
increased the demand for small coins But the Government 
failed to supply quickly There was lack of metal to make 
coinage possible As such small coins of heavier varieties 
nere withdrawn through railway and post offices and, were 
melted down to com light-weighted corns This increased the 
scarcity for sometime. It was only when the Government 
realised their mistake and increased the supply oi such coins 
considerably that the situation eased. But even now the' 
shortage of small currency is eontihumg though [fortunately 
it is not as acute as it was sometime back. 

The 'most striking effect of the war on the Indian 
currency system has been the accumulation of sterling in 
London and expansion of currency in India leading to infla- 
tion and its conEequental serious effects of Indian economy. 
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pur sterling balances increased due to two reasons One was 
the favourable balance of trade in private merchandise m 
India's favour which was not sought to be checked either by 
the Government of India or the Reserve Bank The other 
was the vast supplies of stores and services which India was 
supplying to His Majesty’s Government The Government of 
India, were acting as the agents of His Majesty’s Government 
and obtaining payments in ‘sterling , this sterling was sold by 
them to the Reserve Bank of India who issued rupee notes 
in exchange, and the rupee finance thus obtained was used by 
-the Government of India to make payments to the Indian 
suppliers of goods and services 

The large increase in sterling balances was necessarily 
followed by a vast increase in the volume of Indian currency ; 
and as this additional currency, by the very nature of its 
creation found its way into the hands of the public and got 
added to the effective volume of purchasing power in the 
coantry, it had the, effect of pushing up the level of prices in 
the country 


With an increase in note-circulation a corresponding 
increase has been brought about in the papei currency icoirve 
as well, (a) Rupee coins include now one rupee notes also ; 
(t) the limit to the holding of rupee securities originally pres- 
cribed in the Reserve Bank Act has been withdrawn and (c) 
gold holdings m London have been cancelled by a transference 
of the gold holdings of the Bank of Englard with the Reserve 
Bank for India to the paper currency reserve (if) the per cent- 
a g© of the i holding of sterling securities m the paper 
currency reserve has been going up despite their transfers 
in connection with the repatriation of sterling debt mainly 
because of India’s favourable balance of trade and purchases 
made and expenses incurred by the Government of India 

on behalf of the' allies. 


r B * a * 1 P* 1Ca l position regarding currency m India at the 
end of March 194t>, was as under and it may be composed with 
e table given m the beginning — 


- ( Figures' jn Lakhs of Rupees). 

Total note issue 

Notes held m Banking Department 
Notes held m Issue Department 


••• 


1,?38,66 

21,74 

1,216,92 
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Assets : 

Gold coin and bullion ... 44,42 

Sterling securities ... 1,123,32 

Rupee coin 13,08 

Rupee securities ... 67,84 

Total Assets ... 1,238,' 6 


Question 4 —Discuss the relation of the Central Bank of 
a country with the ordinary banks. 

Answer. — The Central Bank of a country is always a 
bankers’ bank and is the custodian of the Commercial Bank's 
Cash reserves. This function has devolved upon it by a 
process of devolution whioh was closely associated with its 
functions as the bank of issue and the Government’s 
' banker. 

The centralization of cash reserves m the Central Bank 
is a source of great strength to the banking system of any 
country Centralized cash reserves oan at least serve as the 
basis of a larger and more elastic credit structure than if the 
same amount were scattered among the individual banks. 
It is obvious that when bank reserves are pooled in one 
institution which is, moreover, charged with the responsibility 
of safeguarding the national economic interest such reserves 
can be employed to the fullest extent possible and m the most 
effective maimer during periods of seasonal strain and in 
financial crisis of general emergencies. 

The centralisation of Cash reserves is conducive to 
economy in their use and to increased elasticity and liquidity 
of the banking system and the credit structure as a whole but 
only in an indirect manner. It is, in fact, the Central Banks 
function of rediscount facilities to the Commercial Banks ana 
lender of last resort which directly serves to promote ! 
economy, elasticity and liquidity. In the absence of a Centra 
Bank and centralised reserves each of the Commeicial BanKs 
would, for example, have to carry more cash in order to cope 
with seasonal strains and possible emergencies than » t er 
were a Central Bank from which the Commercial Banks couia 
directly or mdireotly and individually or collectively obtain 
the necessary accommodation at such times. i 
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The important point about centralised cash reserves is, 
however, that they serve to inorease the capacity of the 
Central Bank to rediscount or otherwise create credit for the 
purpose of meeting the cash requirements of the' Commercial 
Banks or the money market generally 

The obligation imposed on Commercial Banks to keep 
minimum cash reserves in the Central Bank gives the latter 
a minimum amount of funds -with which it can operate and 
this not only strengthens its financial position but also gives 
it some means of control over the banking and credit 
, situation. t 

In addition to minimum statutory cash reserves, a 
Central Bank is also entrusted by the Commercial Banks with 
the custody of their surplus cash reserves because of the 
convenience and other advances which accrue therefrom to 
banks individually and to the banking system as a whole 

It is urged that on account of the legal or moral obliga- 
tion of Commercial Banks to maintain minimum balances 
with the Central Bank [the latter is morally obbged not to 
compete directly with them since in doing so it will be using 
their own funds against them and can under quote them 
because of its paying no interest on their deposits The 
argument has some value of truth but it is very seldom that 
a Central Bank would enter into the market as a free - com- 
petitor to the Commercial Banks. 

It may be said in conclusion that the relationship bet- 
ween the Central Bank and the Commercial Banks must be 
based on free and full co-operation to their mutual advantage 
and that of the country as a whole and on the willing accept- 
ance of moral obligations by both positions In the common 
interest the Commercial Banks should keep their surplus cash 
with the Central Bank while the latter has a moral obligation 
not to abuse the additional strength and power which it 
derives from its holding the Commercial Bank’s Cash reserves 

Question 5 — How does the Stock Exchange help (1) the 
investor and (2) the industrialist * 

Answ r 7— TheStook Exchange is an important constituent 
of the money market It is a market where the invested 
capital m the form of stcck3 and shares is bought and sold 
on the basis, not of their original value, but of their actual 
value determined by present and prospective earnings 
A good Stock Exchange market is indispensable m the 
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present times It is here ,that an investor oan employ his 
funds in easily saleable securities at the same time earn 
interest on his investment. Without a ready market persons 
holding shares in industrial concerns would not be able to 
turn up locked up capital into readily available purchasing 
power The Stock Exchange is a market for capital alreaoy 
invested and so an investor can buy shares and stocks 
accordmg to his ohoice But it is -not merely investors rwho 
buy stocks and shares but also speculators While the 
investor is interested in the yield of the security he buys, 
the speculator hopes to make a profit by selling it again. 
A Stock Exchange is thus subject to the influences of both 
investors and speculators. The speculation may and some- 
times do cause such heavy disturbances on the Stock Exchange 
by these speculative activities that the prices of ev<n first 
olass shares are so much depressed' that anmveBtoi’s calculations 
which he may have made as regards yield on his investment 
at the time he purchased the securities, are entirely upset. 
In spite of this disadvantage a Stock Exchange is a boon to 
the real investor in modern times. 

* t 

The Stock Exchange is not a market for new capital. 
Yet it enables capital to be found for new and large 
undertaking. On account of the facilities' it afford s indus- 
trialists can secure big capital through the held up Stock 
Exchange Several tunes the issued capital of a company 
is under written by well known and leading share-broking 
firms and this alone goes a long way m inducing the investors 
to buy shares of the new company and subscribe to its oapital. 
It is now usual to mention in the advertisement when a 
prospectus is published to mention that application will 
be made by the Directors to such and such Stock Exchange 
. to quote the share of the oompany on its official list The 
idea is to make the share easilj saleable and if it is a good 
concern to help m its appreciation in value A Stock 
Exchange nbw plays an important part in directing the flow 
of capital to new industrial enterprises and supplying long 
term credits without which many industries would not at all 
come into existence 

Question 6 — What steps would vou take < for the 
restoration of world trade after the war ? 

Answer .—' Every country has its arrangements for the 
organisation of production and distribution within its borders. 
To make the best use of these arrangements, countries must 
exchange their products. World trade is not only the device 
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through which useful goods produced in one . country are made 
available to consumers in another , it is also the means 
through which the needs of people in one country are 
translated into orders and therefore into jobs in another. 
Trade connects employments, productions and consumption 
and facilitates the three. Its increase means more jobs z 
more wealth produced, more goods to be enjoyed. 

Countries should therefore join in an effort to release 
trade from the various restrictions which have kept it small. 
If they succeed m this they will make a major contribution 
to the welfare of their peoples and to the success of their 
common efforts in other fields 

International trade is kept small by four things 

(1) Restrictions imposed by the government , 

(2) Restrictions imposed by private combines and 
cartels ; i 

(3) Rear of disorder in, the markets for certain 

primary commodities ; ' 

(4) Irregularity, and the fear of irregularity, m 
primary commodities. 

(1) Release from Restrictions imposed by Governments . — 
Governments have restricted the freedom of traders by many 
measures and for many reasons They will continue to do so No 
government is ieady to embrace “free trade" m any absolute 
sense Neveitl t 'css much can usefully be done by international 
agreement towaid reduction of governmental barriers to trade 

(2) In some cases firms have handed together to retain 
competition by fixing common selling prices, by dividing 
the world into, exclusive markets, ,curtaihng production, by 
suppressing technology and invention, by excluding their 
rivals -from particular fields and by boycotting outsiders^ 
These, practices destroy fair competition and fair trade, 
damage new businesses and small businesses, and levy in 
unjust toll upon consumers. Upon occasion, they may be 
even more destructive of world trade than are restrictions 
imposed by governments; 

(3) After a great war there is danger of violent and 
rapid movement in the markets for primary commodities. 
The production of some things has been increased enormously 
to meet a war demand or to replace sources of production cut 
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off by enemy action. Some time after the end of the fighting 
the war demand subsides, goods held by the armies are returned 
to normal channels, and old resources of production come 
back into the markets and add to supplies. There is suddenly 
too much of some commodities and the prices react according- 
ly. Many countries learned after the last war that such 
changes can be devastating. 

When excess Biipph.es threaten it is necessary to increase 
consumption. But if such an action cannot be taken rapidly 
other measures may be adopted. And Bince action by one 
country is likely to affect producers and consumers m another 
there should be consultation between governments. ' 

L ounsultation may result m a proposal for an inter-govern- 
mental commodity agreement Such, agreements are not 
intended to freeze, existing patterns of production but rather 
to provide a programme of adjustment and a period of time 
within the essential changes can be made without undue 
hardship 

0 h 

During the transition, it may be necesssary to restrict 
production or exports, to fix prices, or to allocate shares 
of markets among producing countries Controls of this sort 
not be applied in any case unless the need is real and serious, 
affecting many people, and not curable by the normal process 
of competition. And when they are set up they should be 
strictly temporary, lasting no longer than required to carry out 
the necessary shifts Then purpose is not to protect vested 
interests, but to prevent widespread distress during the course 
of necessary change 

(4) the industrial activity of every country is affected by 
the size and the regularity of its orders from abroad. When 
industry in any country slows down and its purchases of foreign 
materials are cut, the effects are felt in every 'corner of the 
globe Full and regular^ production at homo, with increased 
participation m world trade, is the greatest boon which any 
people can confer upon producers throughout the world. 

It would be necessary to establish general agreement that 
each country will seek, on its own account, to maintain full 
and regular production, that it will do so by using measures 
which would damage other oountnes or prevent the expansion 
of world trade, and that all countries will co-operate m 
exchanging information and participate in consultations with 
respect to anti-depression policies. 
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Agreements on this Scale clearly require, for their 
successful operation, both an international forum where they 
may be discussed and improved and an international staff to 
assist in their administration. 

It is, therefore, suggested that an International Trade 
Organization be created, to stand beside the existing interna- 
tional agencies dealmg with currency, investment, agricultur.-s 
labour, and civil aviation It should have a constitution much 
like those of the other agencies set up .by the united nations 
With enough internal specialisation to enable it to perform the 
tasks assigned to it in dealing with trade barriers, restrictive 
busmess, practices and international commodity arrangements. 

Question 7 . — On what principles are commercial treaties 
between any two countries made Give illustrations 

Answer . — See answer to Question No. 9, Economics 1937. 

Question 8 . — What changes would you advocate m the 
existing policy of protection in Tndia. i 

Answer — If industrialization is a matter of great importance 
to the economic progress, of India, the question of tariffs -as a 
means of assisting the development of industries requires 
examination.- As far as one can judge at present, it is likely 
that in the next few years Protection will assume less impor- 
tance in the economy of the country than it has done in the 
past The object of Protection is to help local industries 
against foreign competition and, therefore, the necessity for 
maintaining a policy of Protection' will depend on how far 
industries will be exposed to competition from other countries. 

. It is clear that even though the war is over the abnormal 
demand for articles of civil consumption, the restriction of 
imports and the difficulties of shipping and foreign remittance 
will largely eliminate foreign competition in manufactured 
goods It is now certain that these conditions will continue to 
prevail But how long they will last is a question to which a 
definite reply is hardly possible at the present stage There is, 
however, one aspect of the post-war situation regarding which 
it is possible to speak with some assurance The colo ss al 
destruction of material assets which the war has caused will 
call for a prolonged period of reconstruction on an extensive 
scale so that the duration as well as the extent of reconstruction 
required will far exceed what was found necessary after the 
last war. It is reasonable to anticipate that for a period of 
approximately five to ten years from now, the demand for 
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consumable as well as capital goods will 'outstrip supply and 
existing industries in all countries will be kept more or less 
fully occupied. The problem during this period will be how to 
meet a reviving demand from countries which have been 
starved of goods with the hmited supply available rather than 
to restrict supplies so as to avoid over-production and 
.uneconomic competition. 

During this period of comparative freedom from foreign 
competition, Indian industries will enjoy a further advantage 
due to geographical and administrative factors. This advantage 
arises from the fact that Indian industries have access to a 
large internal market covering the whole coutry with no 
customs barriers between its different parts. 

An additional advantage which Indian industries Will 
have in the next few years is that in consequence of the large 
increase in the prices of agricultural and industrial commodities 
due to war conditions, the purchasing capacity of India’s 
internal market will have increased considerably as compared 
v with pre-war years Conditions, therefore, appear to be 
particularly favourable to a rapid development of industries in 
India m the near future. 

If the foreging estimate is correct, the assistance which 
Indian industries will require from the stage will be direct 
assistance in such essential matters as finance for capital 
requirements, scientific research, transport, education and 
public health rather than the kmd of indirect assistance which 
protective tariffs afford Tariff assistance has its uses under 
certain conditions, hut it serves -no purpose and may prove 
worse than useless if the conditions required for efficient and 
successful operation of industries are lacking The chief abuse 
to which protective policy is liable is that the immediate relief 
which it affords is apt- to make both the Government ' and 
industrialists oblivious to the fundamental factors which 
determine the growth of virile and healthy industries. From 
this point of view it is fortunate that m the years which lie 
immediately ahead, Indian industries, freed from the fear of 
uneconomic competition from abroad, will be in a position to 
direct their attention to the vital question of internal reorga- 
nisation. In the accomplishment if this task, the state will 
necessarily have to play a very important part But the state 
will not fulfil its part as it ought to unless it learns to think m 
larger and more constructive termBiof its responsibilities and to 
quicken the pace of its activities Protection by tariffs is a 
matter which even the stalest bureaucracy can handle with 
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apparent success. But the internal reconstruction neoessary 
for a vigorous, forward-looking policy of industrial develop- 
ment will call fo’ energy and vision such as only a National 
Government responsible to the , people and sensitive to their 
aspirations can possess. / 

The conclusion suggested that tim the period immediately 
following the termination of the war, protective tariffs are 
not likely to apply an important role m our mdustnal 
policy The question still remains what our policy m the 
long run be as regards protective measures which involves 
restriction of trade 

What is tiue of India is true of other countries The 
tendencies towards economic, nationalism and self-sufficiency 
will he intensified in all countries The trend of the best 
thought m progressive countries is definitely opposed to a 
perpetuation of national barriers to the free movement of 
trade Bilateralism based on internal equality and recipro- 
city will take the place of the present policy of the protection. 
Dr. John Mathai has suggested the following three possible 
stage in the development of Indian trade policy' after the 
war — - 

First, during the years immediately following the 
termination of hostilities, it will not 'be [necessary to 
- adopt a p obey involving other than a moderate restriction 
of imports as regards consumable as well as capital goo'ds 
Secondly, while a large-scale industrial plan is under way, 
its successful prosecution will call for a policy of high tariffs 
or similar restrictive measures -for consumable goods and a 
policy of low tariffs and generally of free trade in capital 
goods Thirdly, when the more essential industries envisaged 
m the plan have been established, the weight of restrictive 
measures will he shifted from consumable to 'capital goods 
Since restriction m the case of capital goods, if enforced 
by means of high import duties, will' lay a heavy burdin on 
all mdustn.es, other measures of protection will have to be 
devised for the assistance of Indian industries producing 
such goods , ( ' 

k 

Question 9 — Write short notes on — (a) Price Control 
(6) Import Control (c) Paper Industry in India ' 

Answer — The supply of goods at any time is limited 
and the possibility of the supply is limited by_ the available 
raw materials, labour, force and technical means'of production 
No country possesses all factors of production in unlimited 
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quantities. In a war economy government requires a large 
portion of the total production and when it enters the market 
was an Urgent customer the result must be to send up the 
prices of all commodities unless the outlays of the other 
customers are correspondingly diminished and made less 
urgent. An unchecked initial rise in prices will have a cumu- 
lative effect. • Prices represent charges to producers as well as 
to consumers. They influence the cost of production of 
commodities, and a rise m primary prices might send up 
the prices of commodities in general. It also tends to set up 
a demand on the part of wage earners and other recipients 
of fixed periodic payments towards increasing their remunera- 
tion But an increase of wages leads also to further increase 
in cost of production and justifies another increase of prices 
so that unless the movement is checked by the currency 
authority or by. external control there is no means of arresting 
its progress. 

The Government in these circumstances steps m and 
adopts measures to check rise in prices 1 ' Price control, which 
' means the fixation directly of maximum prices by government 
aims not at preventing prices from rising at all but from 
rising unduly and checking profiteering. The consumer in 
general is often ignorant, illiterate and hard-pressed. He 
becomes an easy prey to the profiteering instmet of unscrupulous 
dealers. Price control, is evidently essential in order that 
fair prices may be charged and that one section of the commu- 
nity may not profit at the expense of another 

Pnoe control is not an easy matter and unless effective 
measures are taken to control supply and consumption 
‘Black Market’ make their appearances as has been seen 
m India. 

Import Control ,— In a war economy is required to make 
purchases of war materials m other countries. It, therefore, 
requires currencies of those countries for such purposes. The 
foreign currencies cannot be dissipated indiscriminately. It, 
therefore, becomes necessary to regulate imports from other 
countries by an effective control over them. The primary 
objeot of import control is to husband the restricted shipping 
space and foreign exchange reserves in the best possible 
manner with a view to maximising war efforts. 

Import Trade Control was first introduced in India on the 
20th May 1940. .Only sixty-eight items were affected; these 
were selected as being those the consumption of which could 
be kept within limits without damage to any essential Indian 
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interest having regard in particular to the extent to which 
supplies from some countries could' bo replaced by' Indian 
products, or by goods imported from some countries oould' be 
replaced by Indian products, or by goods imported from other 
countries m respect of £which the Foreign Exchange problem 
was less acute 

The items thus brought under control were licensed by 
Import Trade Controllers established at the four mam ports 
Licences were issued to importers previously established in any 
particular trade on the basis of their past imports. 

Payer Industry tn India — India possesses the necessary 
raw material and commands other favourable conditions for 
the development of a successful paper industry. Indian paper 
is made from wood pulp, rags and grass The grass used is Cither 
bhabar or sabai grass Sabai grass is perennial, and grows in dry 
climate from Uhota Nagpur to Nepta In recent years, bamboo 
has been increasingly used as a material for paper making, 
opening up immense possibilities for the Indian paper industry. 
There are extensive bamboo plantations m the Southern Presi- 
dency, in Kanara, in Bombay and in the forests in Assam and 
Orissa. 

The Bamboo Paper Industry (Proteotion) Act of 1 925 
gave proteotion to writing papers and certain classes of 
printing papers which were renewed and increased on the 
recommendation of the Tariff Board Enquiry of 1931 As a 
consequence, the paper and paper pulp industries have made 
good progress. The Indian Paper Mills are not able to produce 
newsprint which has to be imported from abroad to the tune cf 
45,000 tons per year. 

It has been estimated that the utilisation of bamboos for 
paper making will enable India to produce ten million tons of 
pulp per annum The cost of production of paper made from 
bamboo is lower than the cost of paper made from imported 
wood pulp Paper mills are springmg up near centres of 
bamboo production, that is, at Chittagong, Dalmianagar, and 
Bajamundn Newsprint or paper for newspapers is made with 
a high percentage of wood pulp and it is difficult to make 
wood-pulp in India The paper mills round about Calcutta 
have to bring their sabai grass from a distance of 500 to 800 
miles But these mills enjoy the advantages of proximity to 
a market and the presence of coalfields close by The pros- 
pects of utilising electrical energy have led to the starting of 
the Punjab Paper Mills at Saharanpur. / ' 
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Even though our paper production has increased, we are still 
importing substantial quantities of packing and wrapping paper 
from abroad. The value 'of these amounted to Rs 84 lacs m 
1937-38 and Rs. 67 lacs in 1938-39 Similarly, paste board, 
mill board and card board imports were 31,700 tons valued at 
Rs. 55 lacs in 1937 — 38, whilst in 1938 — 39 the imports’ 
amounted to 27,050 tons valued at Rs. 45 lakhs. The mam 
item of imports has always been printing paper, which was 
61,050 tons valued at Rs. 138 lacs in 1937— 38 but declined 
in 1938 — 39 to 46,100 tons. The imports of wood pulp used 
by Indian paper mills were 13,850 tons valued at Rs 17 lacs 
in 1938 — 39 An active forest research policy can easily make 
us independent of foreign wood pulp supply, m view of our 
large forests and suitable climate for the growth of the required 
type of coniferous trees 

The production of paper during the three years, 1936—39 
averaged 54,000 tons per year, whereas the imports averaged 

75.000 tons per year during the same period. The impetus 
given by the war has increased the annual production to over 

100.000 tons per annum. The recent shortage of coal has 
affected production in 1944-45 which has been estimated at 
about 75,000 tons Our per capita consumption of paper is 
very small in comparison with advanced countries But with 
increasing literacy and extension of primary and secondary 

\ education, ’there will 'be a greater demand for paper Thus, 
there is quite a bright future for the paper industry which can 
eater for an increasing internal market of 389 millions A 
properly planned paper industry can make India self-sufficient, 
regarding her paper requirements. 
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Question 1 —Examine 1 the importance of the price 
mechanism in. a money economy# 

Answer — Price mechanism is of considerable importance 
in a money economy One depends upon the other You 
oannot separate the general prices from the value of money 
When prices are high money purchases less and when prices 
are low money purchases more’ of goods m the market Thus 
a rise m the value of money is the same thing as a fall in the 
general level of prices and conversely a fall m the value of 
money is the same thing as a rise in the general price level. 

It is, therfore, very necessary that the value of money 
should not change too quickly Money is a yardstick for 
measuring the value of other commodities Changes m the 
value of money or rise and fall in price are brought about 
by variations in jthe quantity of money in circulation The 
Quantity Theory of money states, other things being equal, 
every mcrease in the quantity of -money in circulation causes 
an exactly proportionate increase" in the general level of prices 
Prof Eisher Irving has expressed the relationship between the 
quantity of money and the price level m the form of a formula > 
which he calls the Equation of Exchange This is expressed 
as. — 

P = MV + M’V’ 

T 

Where P = Price level 

T = Volume of Trade. 

M = Metalho Money,’ , 

V = Velooity of metallic money. 

M’= Credit money. 

V’ = Velocity of credit money. 

Prices of commodities and quantities of money are iritei^' 
connected When the supply of money relative to the defitfftd 
increases the prices will mcrease Inflationary conditioiSS^ttWi 
then said to exist Inflation causes untold misery to the rfihWes' 
The agriculturists and manufacturers gam but only at rt the’ 
expense of the consumers Evidently in a money efi<m’6Siy !, Eh6 
price mechanism play no insignificant part. 
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Question 2— Discuss the relation between the real value 
of a currency unit and the reserves maintained against it 
according to law. Illustrate your answer. 

Answer : — 

Note . — The currency unit means the convertible legal 
tender m use as for example the Bank of England note and 
token optional note (such as the United States , Federal Reserve 
Note) Both can be grouped under the category of conver- 
tible common money. 

The answer to the question how the relation of conver- 
tible common money to Reserve is determined varies some- 
what according to whether the -country in question does or 
does not possess any definitive money in use Before the 
first European war most Western countries made use of such 
definitive money m the shape of gold coins and at the present 
day the United State are still in the same position In these 
circumstances, the proportion which convertible legal tender 
bears to definitive money is influ meed by the habits of the 
poople, m the same way as m the proportion whioh bank 
money bears to common money m general There is no doubt 
that the last war had wrought a great change in popular 
habits in this respect, so that even where gold corns are 
available, most people do not show any great anxiety to 
obtain or use them. In England, Bank of England, notes are 
not at present convertible into gold corns, but most people seem 
to agree that even if they were to become so there would be 
no gigantic rush to convert them The mere assurance of 
convertibility, it is thought, would have the same kind of 
soothing effect as the sound of church bells m the distance, 
and be equally unprovocative of 'action. 

In all countries, however, there is a more obvious in- 
fluence limiting the volume of convertible common money, 
namely, the voice of the law More often, the law set a limit 
o the total issue of some kind of convertible legal tender as is 
the case with the notes of the Reserve Bank of India. More 
usually, it lays down rules about the reserves which must be 
kept by Governments and banks against the convertible 
common money which they permit to circulate. We are not 
concerned with the character of these reserves but as regards 
the nature of the relation prescribed between.the reserves and 
the convertible common money there have been two mam 
altemative'practices The English practice, dating from the 
celebrated Bank Act of 1944, has been to limit the ‘'uncovered 
of "fiduciary” issue of convertible common money — the excess. 
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that is, of the total issue over the 'amount held of the stuff 
prescribed as reserve Thus uritil 1928 the fiduciary issue of 
the Bank of England was limited by law to an amount, which 
m that year had reachad about £2u million, and from 1919 to 
1928 the fiduciary issue of the Treasury Notes issued 
since 1914 by the Government was limited, not indeed 
by law but by Treasury ordinance, on the same lines 
In 1928 provision was made for amalgamating the 
two issues m the hands of the Bank of England, and the 
latter’s fiduciary issue fixed afresh (though not unalterably) at 
£260 million 

Elsewhere than m England the alternative method of 
regulation, which consists m prescribing the minimum propor- 
tion of reserves to convertible common money outstanding is 
almost universal Thus in America against two kinds of 
convertible legal tender (gold and silver certificates) a reserve 
of 100 per cent must be kept against two kinds of token 
optional money (National Bank notes and Federal Reserve 
Bank notes) a reserve of 5 per cent , and against the remaining 
and most important kind (Federal Reserve notes) a reserve 
of 40 per cent In European countries, where the note-issue 
is for the most part now concentrated in the hands of central 
banks, similar provisions prevail. 

It is now evident that the fixed fiduciary system is free 
from the defect of the proportional reserve system namely, that 
it resembles the procedure of a certain municipality which tried 
to guard against a shortage of cabs by ordaining that there 
should always be at least one cab on the ranks The Bank of 
Issue under the fixed fiduciary Bystem would not come into 
conflict with the law until it had paid out the last penny of its 
reserves On the other hand, the proportional system makes it 
easier than does the fixed fiduciary system to expand the supply 
of convertible common money. If the former receives an 
accession of one dollar to its reserves it can expand its note 
issue by, ’ ay, 3 dollars "Whereas if the latter receives an 
accession of £1 to its reserves it can only expand its note issue 
by£l. J f 

. Question 3 — Trace briefly the career of the rupee since 
the end of the last World War to the outbreak of the present 
World War. * 

Anstarr — The opening of the first Great War led to 
general weakening of the currency and exchange position but 
later on there was an unprecedented rise in Ithe gold price of 
silver particularly towards the end Exchange was realised .to 
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la. 5d, in 1917 and afterwards the Secretary of State 
announced to vary rates according to the sterling price of silver. 
Exchange went on rising and the Babington Smith Committee,' 
which intended to stabilise exchanges, recklessly enough through 
its own recommendation' of fixing the rupee at 2s gold sent up 
the exchange still further— the highest rate being reached in the 
first quarter of 1920, viz 2s, 11 d, sterling Later on, under the 
pressure of a great demand for Reverse Councils the exchange 
weakened and" Government failed to arrest its downward trend. 
The Government first tried to maintain an official rate higher 
than the market rate and then finally abandoned their attempt 
to regulate the exchange During 1921-25, it followed what has 
been called the policy of masterly inactivity In September, 
1923, the pre-war ratio of Is id gold was reached and Is 6 d. 
gold m April, 1923, and it was held there until September, 1931, 
when it was changed for la &d sterling In the meanwhile, the 
Hilton Young Commission whose report was published m August, 
1926, had recommended a gold bullion standard without the gold 
currency and the stabilization of the rupee at la 6d gold. 

The Currency Act of 1927 provided for the sale and 
purchase of gold'by the Government at Rs 21-3-10 per tola of 
find gold and so was sterling to be 'provided in London after 
meeting the normal oost of transport from Bombay to that place. 
Sovereigns and half sovereigns ceased to be legal tender A gold 
bullion cum sterling exchange standard was thus established in 
India But on 20th September, 1931, Britain went of the gold 
stan ard and in spite of' severe criticism m the, country, 1 the rupee 
was linked to the sterling at the rate of Is 6d and it shared the 
fluctuations of the latter which when managed were in Britain’s 
own interest The gold bullion standard was substituted over- 
night -with a fortuitous sterling exchange standard Gold prices 
went up and gold began to flow out of the country for the first 
time m its history The total amount of gold exported outside 
India from September, 1931, to the end of June, 1940, valued 
Rs 361 40 crores It was good that this gold came out of the 
hoards but it was bad that it was not retained by the Reserve 
Bank of India Had it been retained, we would have not been 
obliged to purchase the same gold now from our former purchases 
at double the price at which we sold it then The constitution 
of Reserve Bank in 1934 maintained the status quo with regard 
to exchange The Bank is under an obligation to sell and purchase 
sterling at the rate of la 6 d so that it cannot now fall below !*• 

or rise above 1 a 6 The Victoria coins had by this time 
suffered considerable wear and tear and hence, though these 
continued to be fnlWegal tender, their withdrawalwas'accelerat- 
ed With this very object in view restrictions on the acceptance 



ECONOMICS 


151 


of Victoria rupees were further relaxed in 1938-39 to encourage 
the. public to return these coins. . 

Question 4 — Discuss the function of the Central Bank of a 
country to maintain the value of its currency unit. 

Ansuer — The control or adjustment of, credit is accepted 
by most economists and bankers as the mam function of a 
Central Bank This function enables the Central Bank to 
regulate the currency and maintain the value of the currency 
unit Through its policy of expansion and contraction of 
currency the Central Bank controls the stability of the currency 
unit both within and without the country The principal 
methods used for the control of currency are — 

(1) The Bank rate policy t e. the lowering or raising of 
their discount and interest rates with a view to lowering or 
raising money rates generally and encouraging the expansions 
or contraction of currency When the Central Bank feels the 
necessity of expansion it lowers the bank rate and thus 
encourages rediscounting Commercial banks transfer their bills 
in their bill portfolios to the Central Bank and obtam notes If 
it feels the necessity of checking expansion it raises its rat* 
of discount The theory underlying the use of the discount 
rate as the principal instrument of credit control under th* 
gold standard was, that changes m the discount rate of the 
Central Bank would bring about more or less corresponding 
changes in local money rates generally and that such changes m 
money Tates would, through their operation on the supply of and 
demand for money and credit have the effect readjusting th* 
internal levels of prices and the value of the currency unit. 
For its successful working the theory underlying discount rat* 
policy requires, firstly, that the discount rate of the . Central 
Bank shpuld have a prompt and decisive influence on money 
rates and credit conditions within its area ‘of operation, and, 
secondly, that there should be a substantial measure of elasti- 
city in the economic structure m order that prices, wages, 
rents, production and trade might respond to changes in money 
rates and credit conditions, 

I 

(2) Open Market -Operations — Open market operations 
are held to cover the purchase or sale by the Central Bank 
in the market of Government securities and foreign exchange. 
The theory of open market operation is that purchases or 
sales of securities by the Central • Bank tend directly and 
immediately to inorease or decrease the quantity of Imoney m 
circulation and ths oash. reserves of the commercial banks. A* 



152 


ECOMOMICS 


increase or decrease in the supply of bank cash and therefore 
m the credit creatmg capacity of the Commercial Banks tends 
still further to increase the quantity of money and the changes 
in the quantity of money tend to having about relative changes 
m money rates and credit conditions which m turn bring 
about changes in the value of the currency and domestic 
levels of prices. Open market operation thus constitute an- 
other method of aiming at the desired expansion or contraction 
of money and credit. 

As a central bank of the Country the Reserve Bank is 
also entrusted with the duty of maintaining the stability of the 
external value of the rupees and for this purpose it is required 
to sell and buy sterling within certain rates fixed by the Act. 
Under section 40, the Bank is obliged to sell, to any person 
who makes a demand in that behalf and pays the purchase 
price m legal tender currency, sterling for immediate delivery 
in London at a rate not below Is 5-49/64cf for a rupee. No 
person, however, is entitled to buy an amount of' sterling less 
than ten thousand pounds. The Bank « similarly obliged to 
buy sterling at a rate not higher than Is 6-3/i6cf for a rupee. 
This keeps to maintain the external value of the rupee. 

s' 

Question 5 . — Would you advocate the methods of inflation 
to finance' a plan for the economic development of India ? 
Give reasons. 

Answer — Criticizing the desirability of financing the plan 
for the economic development of India by inflation or created 
money suggested by the joint authors of the Bombay Plan 
Messrs Wadia and Merchant observe. 

“The’plan partly relies on "created money” fonts success- 
ful working. Now so long as there are undeveloped resources to 
be utilised there iB no reason to fear the expansion of currency 
and credit which "created money” involves But the problem 
of creating more money is not so simple as the Planners seem 
to think All their calculations are based on 1931-39 prices, 
and as they do not want deflation, they seem to have ignored 
the reaction of huge amounts of additional money on the 
already high price structure The Planners suggest that "the 
objectives to be kept in view m controlling consumption will 

be to enforce fair selling prices and to prevent inflation”. 

They also refer to control of new capital issues and control of 
trade and exchange . and they naively believe that this can be 
accomplished without nationalising the banking structure.” 
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"Created money in a capitalist economy is doubly 
dangerous, even with the proposed controls. The fundamental 
principle to he kept m mind m the use of thi3 method of 
finance is that the burden of costs” should be so distributed 
that the broadest backs can bear the greatest burden This 
implies rigid control of profits and prices, and the total 
suppression of black markets and hoarding Experience has 
already made us wary about 1 the exercise of controls by a 
government which is in essence the representative of big 
business Millionaires caught for breaches of control orders 
may be let off with fines which are relatively immaterial in 
view of the big profits which a breach of orders bring to them, 
whilst petty shop-keepers may be punished with fines which 
they are unable to pay for trifling failure of ' conformity to the 
requirements of the law Created money may stimulate produc- 
tion, but there will be a'period of transition between the issue of 
more money and the availability of goods, when the proper 
class es will suffer acutely In other words, created money, 
during the transition period at least, would be tantamount to 
‘forced savings’ so far as the masses are concerned, with 
their low standard of living. The mere existence of idle 
resources cannot save the masses from the stress and strain 
of inflation m a society. Our Planners do not suggest any 
subsidies to consumers, though they would unhesitatingly 
support the giving of subsidies to producers m periods of 
hardship The hardships on the poorer classes will be all the 
greater, during the transition period, when we take account 
of the possibilities of credit expansion through hanks con- 
trolled by private enterprise supplementing of expansion of 
currency Capitalists may sing in jubilant notes of the 
prosperity which created money would bring How can wo 
expect them to he alive to the blood and tears which created, 
money may bring, for however short or long a period, to the 
millions with limited incomes ? And even granting the neces- 
sity of created money for increasing production, it can only 
be justified if the scheme of distribution is definitely biased 
mlavour of the masses who are likely to suffer for this 
created money 

, . Question 6 — What changes do you foresee m the foreign 

trade of India after the War ! 

Answer. — The war has altered the position of India in 
one lundamental aspect In the course of a few years she 
Has changed from a debtor to a creditor country, with the 
result that her effective demand for overseas goods has con- 
siderably increased df she husbands her' resources carefully. 
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she 'will not have to suffer helplessly adverse changes in the 
terms of trade. Secondly, as a creditor nation, and as a 
. country with an export surplus in a wide range of raw 
materials and with prospects of developing an export trade 
in manufactured articles a4 well, it is clearly to India’s interest 
that the trade of the world should, as far as possible, be 
multilateral A. world, in which trade is largely bilaterally orga- 
nised, would cramp her development and the economic progress of 
world at large This doss not mean that we must give 
unqualified support to free trade Not only tariffs for the 
purpose of protecting our own industries, but also special 
arrangements with certain foreign countries which are m a 
position to help us will doubtless be necessary 

Whatever the United Kingdom and the United States 
feel it would not be possible for a'relatively backward country 
hke India, to sacrifice tariff autonomy m the interests of so- 
called “international corporation”. 

N 

India will have also to develop for meeting the oost of 
her essential imports of capital goods This will be necessary 
because, oh the one hand, our sterling balances are not likely 
to be repaid all at a time, and on, the other, our demand for 
imported materials in' order to implement a plan will con- 
siderably 'increase. It is difficult to hazard any definite 
■opinion about the post-wai prospects , of our export trade. 
Japan and Germany may after the war prove to be worse 
. customers than before Although there may be scope for 
some’ expansion of trade with the U £i. A it should bo re- 
membered that the trade of the two countries, U,S A. and India, 
is m some respeots competitive, as for instance in ootton. 
The possibilities of developing export trade to countries in 
the Middle East and around the Indian Ocean are, however, 
more promising It should, be possible for India ,to retain and 
develop some of these markets gained during the war But 
-even when allowance has been made for such expansion, it 
should be borne m mind that in the period before the war, 
34% of Indian trade was with Empire countries This means 
that the Empire countries were our best customers, before 
the War, and if this position remains substantially unaltered 
even after the War, it may be necessary with a new to develop 
our markets m these countries to accord to them some 
fivourable treatment. 

Though India - may have need to ally herself olosely 
with one or -two industrial countries with a view to secure 
adequate help m her industrialisation and may have for 
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this purpose to give them special treatment in certain matters, 
her mam interest lies m the emergence of an expanding 
.trade among all nations Whether the post-war years will 
■witness such emergence or not is more than any one can say 
at present But if trade is not, to be developed only along 
certain pre-determined Ime3 then we have to keep our ideas 
of world trade in a somewhat fluid state Our position as a 
creditor country, the trade relations which we have developed 
■during these war years with the Middle East and the countries 
adjacent to us, our dependence on countries like the USA. 
'and Britain for the equipment of industry and the ‘ soope 
which the re-entry of Soviet Russia into world trade will 
create for us and for others — all these are, factors which we shall 
have fully to take into account before we seek to give shape 
to our foreign trade relations 

Q lestton, , 7 — Discuss the advantages and disadvantages 
-of industrial combinations, with reference to the Cement 
Industry in India. 

Answer —One important feature of the modern organi- 
sations is the consolidation and integration of industry. 
Combinations of all kinds are the order of the day and may 
be regarded as a new deve'opment of large scale production 
The object .underlying such combination is to secure better 
results bv joint action and further economies of large scale 
production than before the combination The idea is to elimi- 
nate competition and unnecessary waste The modern improve- 
ments in transport and means of communication have favoured 
their gi owth and development The cut-throat competition 
among rival firms and , the difficulty io procure capital at 
moderate rates has forced the producers to join hands with 
each other. ' 

Combinations are thus formed for the purpose of — 

(') buy mg raw materials cheaply , 

(«) selling products to their customers at high 

rate* ; , 

' i 

{ 1 1 ?, ) Obtaining general economies resulting from 
large scale organisation and from co-ordination of efforts by 
eliminating competition Combinations are formed - with 
the object of benefiting the producers 1 and the interests of 
the consumers are seldom-at their heart. They may be on 
the other- hand,’ harmful to the pubho since they possess 
the following drawbacks. 
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(1) The often resort to cut-throat devices of competi- 
tion against small independent producers. They may sell 'for a 
time under cost of production until the rival has been forced 
are to give -way, differentiate the price of the same product 
according to the capacity of their consumers, allow secret 
rehates to influential consumers. 

(2) They often result m the formation of .monopolistic- 
organisation which are harmful to the consumers. 

(3) They lead to speculation in stocks and over-capi- 
talisation. 

(4) They restrict enterprise. The elimination of 
competition kills the desire of enterprise. These are also- 
the drawbacks of monopolies. 

(5) They result in unemployment and displacement of 
labour caused through the closing of some concerns and the 
policy of restricting output. 

-■ It was in the year 1936 that the Indian Cement Industry 
took a great step forward with the formation of an effective 
combine known as the the associated Cement Companies 
of India. This striking merger of ten principal cement 
producing concerns has improved the technical and commer- 
cial organisation of . the industry Internal competition was 
done away with and since then the merger company ha* 
been earning huge profits. i 

Question 8.— Distinguish between consumer’s goods 
industries and capital goods industries. What is the relative > 
position of each of these in India * Give reasons and suggest 
improvements. 

Answer Industries may he brought under one or the 

other of the two categories — producers goods and consumers 
goods. Consumers goods mduttries are concerned with the 
production of goods required for consumption while producers 
goods industries manufacture goods essential for turning out 
consumer goods. Among the producer goods, the following 
may he mentioned : — 

1. Power-electneity from coal and water. 

2. Mining and metallurgy. 

3. Engineering industries including machinery of 
all kinds, machine tool and spare iparts. 
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4. Chemicals including fertilisers, and plastics! 

5. Automobiles. 

6. Locomotives and wagons 

7. Ship-building. 

8. Defence industry, 

9. Cement, 

Among the consumer goods industries the following are 
to be noted : — * 

■ 1 . Rice and flour milling industry 

2. Oil crushing industry, 

3. Canc-crushmg and gur making. 

4. Sugar industry. 

5. Tobacco curing 1 and cigar and cigarette 

manufacturing. / 

6 Dairy industry, mcludmg manufacture of 
dried milk products, preparation of butter and 
ghee. 

- 7. Dehydration industry. 

8. Fruit canning. 

9. Potteries, / 

10. Derived chemical industries like glass, paint 
and varnish, soap. 

11. Match industry. 

12. Paper, 

13. Textile and 1 clothing. 

14. Leather and footwear industry, ■' 

15. Drugs' and Pharmaceutioals. 

Id. 1 Electric' goods. < 

. ^ha producers goods industries, with the exception of 
one or two like cement, occupy an important position in the 
economy of India. The last war gave an opportunity to 
develop the producers goods industries but the short-sighted 
policy pursued lJy the Government prevented their develop- 
. Instead of regarding the establishment of , the heavy 
industries m India as a kanor war interest and facilitating 
ae obtaining of machinery for this purpose from abroad. 
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they persisted in their attitude of half-herated sympathy, if 
not one of the active indifference The history of the proposal 
to establish an automobile industry in this country and. its 
reception at the hands of the Government of India is well 
known The manufacture of locomotives in India was 
relegated to the post-war period while neither a ship- 
building nor an aeroplane industry had been brought into 
existence m the country. To-dav, it cannot be said that the 
Indian Government has taken such advantage of the industrial 
opportunities offered by this war as the other British Empire 
countries have done . and the effect of this war has not been 
to make such fundamental additions to Indian industrial 
capacity as was the case during the last war. 

The war has, however, benefited our consumers' goods 
industries and India is now not dependent for several 
commodities upon foreign countries India's principal indus- 
tries, JTextile, Jute, Tea, Cement, Sugar etc have experi- 
enced a tremendous boom due to increased war orders and 
lack of foreign competition Of the new or undeveloped 
industries that have received the greatest encouragement 
the chemical industry, leather industry land paper 
industry are the most important Our industries are 
mainly the boon3 of wars The American Civil War 
gave us the cotton textile industry , the Crimean War, the 
jute industry , and the Great War, the iron and the steel 
industry The present War has given us only small indus- 
tries thus far. 

The question which has been agitating the mlnd& of the 
industrialists since the end of the war is whether consumers 
goods industries or producers goods industries should receive 
priority or whether a simultaneous development of all these 
industries is possible. The Bombay plan suggests the imme- 
diate establishment of the basic industry in preference to any 
other industry. Its rationale lies in the fact that without 
the key and basic industries any considerable addition to the 
capacity of consumer goods industries or their output would 
be unthinkable. To a certain extent this is correct. But 
our resources are not so large as to enable us to start indus- 
tries for capital goods in the initial stages of our economic 
development. Mr. N. R. Sarkar holds the view that India 
should concentrate on the importation of machinery for the 
production not of capital goods but of consumer goods. Iu 
his opinion there are certain, definite advantages m putting 
an emphasis on the development of consumer goods industries 
in the initial stage. In the first place, the scope for immediate 
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employment is greater than that arising from the development 
of capital goods industries Secondly, the growth of consumer 
goods industries has a very direct bearing on the rise of the 
standard of living and the urgency of a rise in the standard 
is, of course, very patent If the initial emphasis is not 
placed on consumer goods industry but on capital goods 
industry, it follows that in the initial stages the demand for 
consumer goods would have to be met by imports. 

He further adds — "If India had the requisite supply 
of capital and technical personnel, the development of capital 
goods industries might have proceeded simultaneously, but 
smee that is not so and since we have reason to think that 
in view of the privation of the war period, the public will not 
he m a mood to make too large a sacrifice of present comforts 
for the sake of the future, I think preference has to be given 
to consumer goods industries ” 

Question 9 . — Write short notes on — (a) Anti-Inflation 
measures (6) General Price level (c) International cartels, 
(d) Multilateral trade 

I 

Answer (a) Anti-Inflationary Measures — Inflation means- 
the rise in prices caused by currency expansion As Infla- ■ 
tion causes hardship to the masses several measures are employ- 
ed to curb it if the note issue cannot be stopped The Govern- 
ment employed the methods to control inflation — 

(a) Increased taxation . — Both direct and indirect taxes 
have been increased to unprecedented levels E P T is 
collected in advance Forced saving has been introduced 
with regard to a considerable percentage of the untaxed por- 
tion of the Excess Profits There is also an. advance collec- 
tion of Income-tax- 

.(6) Elaborate loan prograbime ■ — Attempts are made to 
attract all sorts of investors 'Small interests are attracted by 
National Savings Certificates, Prize Bonds, etc. Government 
officers take.an active part in inducing people to subscribe 
to Government loans. 

(c) Restraint on forward trading .—Forward speculation 
in certain lines, e g , cotton, has been forbidden. Restraints 
have also been imposed on speculation in general j 

J 

(d) Sole of gold, siher ' consumers’ goods — In order to 
absorb the surplus purchasing power, the Government h also 
trying to sell go.id and silver to the public by importing them 
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from outside. Imports of consumers' goods hare' also been 
stimulated with, the same end in view. 

(e) Price-ceilings have also been introduced with 
^regard to a variety of goods including foodstuffs. 

(/) Rationing has also been introduced in the big towns 
and cities, restricting consumption of foodstuffs, whioh helps 
to release purchasing power for the purpose of subscription to 
Government loans. 

As a result of all these measures, price-level has declined 
somewhat, although the volume of note circulation has been 
increasing steadily 

(b) General Level of price . — It refers not to the price of 
one commodity but to the prices of several commodities daring 
a particular time. If the price of wheat fallB at any particular 
time the pries i of all other commodities remain unaffect- 
ed the general level cf prices remains unaltered. Changes in the 
general level of prices are brought by changes in the quantity 
of money. When the quantity of money increases the general 
prices rises and when the quantity of money decreases the 
general prices fall. The genera] level of prices rise or falls in 
inverse proportion to the value of money and in direct ratio 
to the quantity of money The variations in the general 
level of prices are measured by constructing index number 
for wholesale pnoes. 

(c) In' emotional Cartels A cartel is essentially a selling 

agency acting on behalf of the constituent manufacturing 
firms. It is a legal entity, distinct and separate from the 
members, and it undertakes the marketing function which 

, would otherwise require to be performed by the latter. The 
cartel purchases the products , of the manufacturers and sells 
them on the markets' of the world The individual producers 
are paid prices varying with the quality of the product; but 
bearing an agreed relation to a standard or base price fixed 
for the standard quality. The cartel in turn. Charges what 
the market will bear, and may charge different prices in 
different zones. When the market cannot absorb all that 
the ntembers are able to supply, the orders are rationed 
among the latter m the ratio of their producing capacities. 
The members in turn may make private or independent 
arrangements for redistribution among themselves , thus one 
firm may purchase from another the latters’s quota of orders. 

It will be observed that the cartel does not interfere with the 
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internal management of the individual mine-owner or manu- 
facturer.- The latter so far retains his individuality. But 
he unloads all marketing fdhotions and risks upon, the cartel, 
which usually enjoys a partial or complete monopoly 

An international cartel embraoes more than one country. 
For example, the Chadbourne Agreement to restrict sugar 
production, negotiated in 1931, covered production in Ger- 
many, Belgium, Hungary, Poland, Czechoslovakia, Yugoslavia, 
Cuba, Mexico, 'Peru and Java This area produced nearly 
half the world’s sugar in 19-9-30 but in 1934-35 it produced 
less than 30 per cent of the total output The Agreement 
expired in 1935 and was not renewed In the same way the 
Rubber Restriction Scheme led to a great 'gtowth of produc- 
tion in the Netherlands, Bast Indies, which were outside the 
Scheme, and this compelled the Scheme to be abandoned m 
1928 The New Agreement of 1934 includes the Netherlands 
Bast Indies and nearly all other important producing areas. 

, (d) Multilateral Trade —This term symbolises the rea- 

lisation on the part of the leading nations that' co-operation 
between nations in political relationship is inadequate to ensure 
world peace and an effective measure of international regula- 
ton of commerce should be an essential part of the basis for 
a new world order The'object underlying multilateral trade 
agreements is to foster trade relations between the members 
who agree to incur certain obligations The members are to 
undertake (1) to accord to imports from other members treat- 
ment’no less favourable than accorded to domestic products, 
regarding internal taxation and regulation of trade, (2) to pro- 
vide for products m transit from one to other members free- 
dom, from customs and transit duties, fromYunreasonable 
changes from discriminatory treatment, (3) to simplify custo- 
mers formalities and thus to eliminate mdireot-.protection 
and so on. 

The object of these regulations is to oonduct .trade on 
healthy and uncompetitive lines and to eliminate competition 
ancL more particularly to control exchange position between 
the member 'nations. , 
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Question 1 . — Discuss the position of gold in the monetary 
system of the world. 

Answer — The future of gold in monetary system has been 
a baffling problem. During the last war gold played an insigni- 
ficant part in settling international debts Credit was granted 
on extensive scale. The lease \ and land agreements by the' 
belligerent allies with the U.S A. did away with the use of gold. 
Gold was mal-distributed in the pre-war period and the pre-war 
picture of the position and gold remained unaltered during the 
war. That picture was one of America experiencing increasing 
influx of gold. During the first few years of the War this one 
way traffic continued in a metal which is meant to be distributed 
all over the world and to keep shifting from place to place so as 
to keep the equilibrium of trade among the nations. 

The movement for obviating the need for gold is not likely 
to die with the war and will continue m times of peace For 
this movement is far older fchaii the War. Dating from the 
Geneva conference and the appeal for minimising the monetary 
use of gold it has progressed slowly and Burely. First England 
had gold exchange standard, then the lower reserve ratios and 
later a fluid ratio The depression forced on the majority of 
nations not only the system of exchange controls but also the 
system of quotas, bilttteral trade pacts and international barter 
The growth of totalitarian tendencies has relieved government of 
the fear of loss of confidence in the currency. Though we are 
assuredly a long way from the dethronement of gold, gold is no 
longer the -absolute monarch of national or world economy 
Lack of gold has lost its terrors for the majority of nations and 
failure to achieve better distribution of gold might well seal its 
fate as a monetary metal. 

This is one view. Gold has, however, a definite place in 
the monetary places formulated by the United Nations 
Organisation. The international currency unit will be exchanged 
for gold. Discussing the future of gold in its issue of November 
1492 the London Economist wrote. — 

"In any case the decision to use or abandon gold m the 
post-war monetary mechanism is one that will not be taken 
without reference to the immense vested interests affected 



' ECONOMICS 


However unfortunate such admission may be, it -will be political 
as Well as an economic deoision ■> These vested interests can 
very briefly he defined, the* United States ‘holds four-fifths of 
the world’s stocks of gold, the British Empire controls three* 
fifths of its current production It would be strange indeed if 
gold were found to occupy no place in the post-war currency 
system ” 

Quest on 2.— Examine the advantages and disadvantages 
of Exchange Control m War and Peace. 

Answer —The term Exchange Control is much more 
often used than clearly defined. It is used as a synonym for 
exohange restrictions Dr Enzig means by Exchange 
Control all kinds of State intervention m commodity and 
capital movements to influence foreign exchange rates while 
another Economists limits the definition to measures intended 
directly to restrict the supply and demand for foreign 
exchange and m his definition includes even those measures 
which bring under control all foreign trade or financial , 
movements The measures fall under two groups (1) Direct 
measures which affect the foreign exchange market such as 

(a) intervention in foreign exchange operations , (b) 

restrictions on capital movements, speculation, -foreign debt 
payments, on purchases and holdmgs 1 of foreign currencies, 
etc , (c) Central Bank’s gold policy which affects 'the 
gold points and thereby the exchange rates , and (d) 
“Exchange clearing” which obviates the necessity of foreign 
exchange markets 

* f 

(2) Indirect measures which exercise their influence 
on Foreign Exchange through the intermediary of their 
effects on some other factors like exports, imports and 
capital movements ' These include import restriction such 
as tariffs, quptas and prohibitions, (b) export bounties, (c) 
barter agreements which create new market for export and 

(b) embargo on foreign loans The devalution of currency 

and institution of exohange , -equalisation funds have much 
the same influence as Exchange’ Control Exchange Control 
may, therefere, be defined as a system of State intervention 
interfering directly or indirectly with the tendencies which 
influence exchange rates. , 

Exchange Control, regulations vary in different countries 
to suit particular conditions but the principal on which 
they are based are practically the same even if the reasons 
why exchange control has been adopted, are not The 
history of Exchange Control is not a new one. In 1932. 
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several countries tad introduced [full-fledgec? Exchaasge 
Control -comprising measnre3 o£ tbs type mentioned j-aat 
above. Some like Portngal and A ostein also devalued them 
currency, while a few like England (1932) and xhe United 
States (1934) instituted exchange equalisation feiris both, 
these measures having their effect similar to Exch ange 
Control. The network of restriction thus spread as rapidly 
and indiscriminately that between 1931 and 1935 there was- 
lardly any country with an independent currency policy 
■which did not adopt one or the other type of Exchange- 
Control. Exchange Control is not a new thing in India also. 
Exchange Control has been exercised for many years in the 
form of buying and selling of sterling by the Government 
of India and later by the Reserve Bank of India in order to 
prevent sterlmg-rupee rate from going beyond the lower 
and upper statutory rate. There did not exist anv restriction, 
on remittances abroad as the Reserve Bank of India pross- 
essed sufficient resources which could enable it to discharge 
its obligations as the controller of rupee-sterling exchange 
without its having resort to any system of restriction on 
sterling exchange operations. ~ 

Exchange Control during peace time helped the countries 
whose currencies were not based on gold to maintain the 
external value of their currency unit by artificial methods. 

The object of Exchange control during war is to conserve 
sold resources, prevent export of capital from the country and 
to check speculation in Exchange which is generally encouraged 
bv war conditions But measures of Exchange control restrict 
free exports and imports of commodities from and to a country 
and cause dissatisfaction among the business community and 
while they are inevitable during a war they produce a certain 
degree of adverse reaction on commodity prices. 

' Question 3 . — Give a brief account of the fluctuations in 
the value of the rupee during the inter- war period. 

Ansiose. See answer to Question No. 3, Economics, 

1944. 

Question 4 — Discuss the need of regulation of banking in 
India. 

4 n? ,r Cr — The need for regulation of banking in India 
has been long felt for many reasons The main reason is the 
widespread banking failures in the country arising out of 
mismanagement due to inexperience, over trading, low cash 
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reserves, 'investment in'less r liquid securities' and m , some, oases 
no investment at all, unsecured loans to officers and directors 
offering of unbusinesslike rates to attract deposits, general 
unstability of economic condition, and the lack of a strong 
bank with a unified and central control The last defect has 
been done away with by the, establishment of the Reserve 
Bank of India But the establishment of the Reserve Bank 
has m no way smoothened the path of the Indian bankers. 
The point is crystal clear from the fact that out o* a total 
failure of 951 banks from 1913 to 1941, 509 i e about 60% of 
the total failure took place in the regime of the Reserve Bank 
and at a time when there was nothing like a banking crisis 
Only recently the Finance Member in the course of his speech 
while moving the Bill restricting opening of branches by banks 
informed the Legislative Assembly that a particular bank with 
a paid.-up capital of Rs.' 30,000/- had over thirty-five branches 
in different parts of the country. 


The Banking Legislation should he designed to place 
Indian Banking on a sound footing and create closely in 
, integrated money market Buch a legislation would safeguard 
the interest of the depositors and seek to achieve greater 
co-ordination between Central Bank and hanking companies 
The Banking Companies Law should go a long way to place 
the credit structure of the country on sure and stable 
foundations. 


To' ensure sound banking it is necessary that the banks 
should be prohibited by statutory act from granting loans and 
advances without adequate security to the directors and to 
all those firms and private enterprises m which they are 
financially interested One of the common cause of hanks 
failures in the past, as has been stated above, has been the 
grant of unsecured loans to industrial and commerc-al concerns 
in which the directors were keenly interested The directors 
of a bank in securing such loans may be acting m good faith 
The enterprises m which they are engaged may bo very sound 
in themselves But if these enterprises for certain reasons 
to be less profitable than expected by their promoters, 
the banking is bound to run into difficulties It is necessary, 
therefore, to prohibit unsecuied accommodation to the directors' 
altogether. 

The control over credit facilities by the Central Bank is 
essential for the maintenance of a fair and stable price level. 
Restriction of credit accommodation to only genuinely 
productive enterprises and discouragement of credit faculties 
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for speculative purpose are vital to the policy of counteracting 
inflation. The legislation should, therefore, give power to the 
Reserve Bank to give directions to the hanking companies in 
the policy of granting credit facilities The Reserve Bank 
sk'ould also he vested with power to issue instructions to the 
banking companies m regard to those practices which are 
likely to effect the interest of the depositors and also to cause 
harm to the shareholders. , 

*• Question 6 . — -Discuss the position of large-scale industries 
in India in the economy of the country _What steps would you 
take to improve the same 2 

Answer . — Indian industries' may be divided into two 
classes — , ' 

- ti) industries carried on with hand operated appliances m 
the home of the worker which are cottage industries, and 

(u) organised industries with power operated machinery 
carried on in workshops of factories 

In recent classifications of Indian industries the organized 
industries are further subdivided into two categories small-, 
scale in ipstries and large-scale industries For instance, 
the Bombay industrial and Economic Survey Committee 
observe "By small-scale industries we understand industries 
where power is used and where the number of workers does 
not excead 50 and the capital invested is les than Rs 30,000,” 
e g , motor-repairing, oil-pressing, hosiery, watch-manufacture, 
soap-making, rice and flour mills, etc Large-scale industries 
are those where power ,is used, and the number employed 
exceeds 50 and the capital invested is above Hs 30,000, e g , 
cotton mills, sugar factories, paper mills, etc The National 
Planning Committee also divided Indian industries' into three 
classes cottage industries, small-scale (or medium-sized) 
industries, and large-scale industries 

Though India is predominantly an agricultural country 
it has been steadily developing its large scale industries The 
principal organised mdustnes in India are Textile, Iron and 
St* el, Jute, Sugar, Cement, Paper, Coal, Leather, Match- 
making, Chemical and Engineering. 

The last war has given a stimulus to the development 
of our large-scale industries, which were soon absorbed m the 
prosecution of war orders Owing to the curtailment of 
imports of steel from the U. S. A (owing to the necessity for 
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tconaemng . dollar exchange) and the U, K , the ' Indian iron 
>tad steel industry had 'not only to' expand its production of 
steel, but also to manufacture a largo variety of special steels 
suitable for munitions production. Notable among the latter 
are a special bar for the manufacture of shells, a bullet proof 
armour plate, gun turrets, high steel machine tools and stain- 
less steel for surgical instruments The Indian Jute Mills 
industry and the cotton mill industry were similarly inundated 
with war orders which have brought about an 'era of unpre- 
cedented prosperity for them Tea, cement,, sugar, coal, paper, 
glass and other established industries also , experienced a 
tremendous boom due to increased war orders and foreign 
competition. ’ - 

♦ y 

India is now self sufficient in regard to [several articles 
like pig iron, sugar, etc But in spite of all these developments, 
as has been aptly remarked by the fiscal Commission, "the 
development has not been pommensurate with the size of the 
country, its population and its natural resource ” The indus- 
tries mainly rely on the foreigners for the supply of accessaries, 
stores and machinery Until recently foreign capital financed 
almost all the important ihdustri^s of' India, but in recent 
years the use of indigenous capital has increased. 

> ( ' r I A 

The Government of India, 'apparently under orders, frpm 
H M G have favoured a relatively slow and halting policy 
of industrialisation for India m the interests of Britain’s posfc- 
, war export trade with India Even the exigencies of a total 
war failed to liberalise the , government’s determined policy 
The same hostile attitude is being manifested in the numerous 
official statements regarding post-war reconstruction m India. 
Indian manufactures wanted to ( develop ship-building, the 
manufacture of aeroplanes, heavy chemicals and other key 
industries The .government turned a deaf year to their 
requests Anxiety for British- vested interests in India is thus 
the main stumbling block now as in the past 


We ■^ ave am ple raw materials and adequate supplies of 
labour, the war has given a powerful stimulus to the develop 
ment of industries If m spite of the favourable environ- 1 
ment-created by the war, 1 ' and m’ spite of all the advantages 
we enjoy, we still lag m large scale industrial enterprise, we 
might well be excused if we look for the causes of our economic ' 
and industrial backwardness in the lack of 'power to 'control 
our own economics destinies ’’ ' 1 ‘ " 
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In India the war has served ‘as a hind of protection to 
industries by eliminating competition from countries directly 
engaged m the prosecution of the war. A s a result, many 
industries have been established m the country which but for 
war-time conditions would not have been established so soon. 
Foreign competition would appear again with the cessation of 
hostilities when ( the countries, now engaged m war, would 
switch over to normal, peace-time economy. Industries 
established during the war may, therefore, be faced with fierce 
foreign competition held in check for a time during the war, 
and many of them would most certainly go down in absence 
of some kind of protective measures It will have to be 
decided therefore, which of these war-time industries require 
protection Protection may also be needed for new industries 
set up after the war, whether ccntumpticn [goods industries 
or defence and key industries , 

It will [be necessary to provide a suitable system oj 
industrial finance to meet the icquriements of the industries. 

It has been recognised that the development of India’s 
economic resources depends largely upon her ability to adopt, 
and apply the results of scientific and technological research 
in all fields of activity It will he, therefore, necessary to 
establish Scientific erd Indutlnal Peeeareh Institute to guide 
the industries. 

The manufacture of machine and mill store should be 
undertaken in Jrdia if lrdm is to dctrJep her large scale 
industries. 

Question 7 — Distinguish between bilateral trade and 
multilateral trade. Which would you prefer and why * 

.dustier — The bilateral trade agreements are made 
between two trading countries who agree to adjust their 
exports aud imports m such a way that an exact balance is 
created and thus the necessity of devising means of 
payment is obviated It is still customary to insist the most 
favoured clause in such bilateral agreements but the operation 
of the clause is rendered nugatory by the simultaneous 
inclusion of provisions relating to financial and quota arrange- 
ments, industrial undertakings and regional preferences etc 

When the principle is extended to several countries tho 
trade becomes multilateral. 
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The last war meant cassation of th'e trade with the continent 
and later on with Japan, Burma and the other occupied 
countries. Tne relative share of the Empire countries in the 
imports has increased, though that of the United Kingdom has 
continued to decline as previously USA. has gamed most 
Imports however increased from countries surrounding the 
Indian ocean particularly Egypt and the Middle East countries 
Iran got as large a shoe as 16 per cent of the value of the 
total imports m 1942-41 The relative share of the United 
Kingdom m the exports from the country declined but that 
of the Empire as a whole increased to more than 67 per cent 
The mcrease has been particularly marked m the case of 
Ceylon, Australia, and South Africa The importance of non- 
Empire countries m our export trade declined still further 
having been reduced to less than one- third. U. S A.’s relative 
share during the war period has become increasingly important 
and so have exports to countries of the Middle East like 
Turkey, Syria, Arabia and Iran experenced substantial 
improvements 

These war tendencies, if they indicate any trends, disclose 
the growing importance of the Empire both m our exports 
and imports but with a deterioration in the position of the 
United Kingdom itself They reveal still further that there 
has been a comparative decline of long distance traffic and the 
concentration of our trade with countries bordering the Indian 
Ocean and the Middle East! During the post-war period while 
the country may look forward to the increased imports of 
producers’ goods mamly from United Kingdom and the U 3, A. 
it cannot hope to find markets in these countries for its own 
manufactured articles except high class luxury and artistic 
consumer’s goods These countries shall, uf course, squire 
some of our raw materials such as mica and manganese. 
England may continue to take some of our cotton But we 
will have to find our export markets nearer at home in the 
less industrially advanced countries of Asia, which may event- 
ually also supply us raw materials that we may need In the/ 
post-war period therefore the country’s entry into a scheme . 
of Empire trade may prove restrictive for'our best interests 
he in multilateral trade 

As a creditor nation and as a country with an export 
surplus in a -wide range of raw materials and with prospects 
of developing an export trade in manufactured articles as well, 
it is clearly to India’s interest that the trade of the world 
should, as far as possible, be multilateral. A world, in wbieb 
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trade is largely bilaterally organised, ■would oramp her de- 
velopment and the economic progress of the world at large 
This does not mean that we must give unqualified support 
to free trade. Not only tariffs for the purpose of protecting 
our own industries, but also special arrangements with certain 
foreign countries which are in a position to help us will 
doubtless be necessary. 

Question 8 — What m your opinion should be the exchange 
value of the rupee after the war ? Give reasons 

\ 

Answer — In the past, the need of foreign exchanges was 
allowed to determine the internal value of the rupee In 
fixing the external value of the rupee, due attention was not 
paid to the effects of this step on internal prices and pro- 
duction The exchange value of the rupee was' usually 
fixed too high. Rupee prices were brought down as a result 
and production suffered. With increased insight in monetary 
“theory, the supreme need of paying first consideration to the 
internal needs of the country has become apparent, so that 
the first question that we have to decide m determining the 
external value of the rupee after the war is the desirable 
post-war price level m India. It is certain that while prices 
in India after the war should not be so high as now, any 
idea of allowing tliem to fall back to their pre-war level or 
"anywhere near it is out of the" question As to the exact 
price-level that should be allowed to prevail after the war 
so as to reduce the injustice to the middle classes, creditors 
and unorganized workers to the minimum without any 
adverse effects on production there is no agreement still 
A decision can only be arrived at after a detailed mquiry 
It may, however be laid down that tbe price level will have 
to he' somewhere between 150 and '200 to achieve these 
ends. 

The question of the exchange value oF the'rupee depends, 
in addition to the post-war internal price level, on the prices 
in other countries after the wsr These orices have risen 
in different proportions in different countries In England 
and the United States of America thev have increased by 
only about 150 per cent whereas in the Middle East the 
rise has been greater even than in the case of India Wliat 
may be tbe correct ratio from the viewpoint of frade relations 
of countries will not be correct from that 
others. Taking the need of our export- 
i the more advanced countries as greater 
lower -ratio than at present would be 


with the first group 
of trading with the 
import relation witl 
it is probable that a 
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called for. It is not, however, possible to give any final 
opinion on this ^matter, muoh less guess the extent of ex- 
change depreciation called for, unless we have an idea of 
the prices likely to prevail in these countries after the var. 
There are many factories to be taken into account, and it 
is very difficult to evaluate the strength of each at this moment. 
Above all, we have the unpredictable Government policy and 
its consequences to contend with It is, therefore,, better to 
watoh the post-war price trends m different countries, 
and decide on any permanent ratio only after affairs have 
settled down Any conclusion at this stage would be pre- 
mature Naturally, the best body to do this work of watch- 
ing, and to determine when the time has come for deciding 
our excnange ratio will be the Reserve Bank of India. 

' For a long time past in some way or another, the rupee 
has been linked to sterling Any change ’’in the external 
value of sterling has automatically produced changes m the 
external value of the rupee regarding countries other than 
the sterling bloc’ ' The changes in the value of sterling 
are decided by the British Government m the interest of 
Britain 'This has had undesirable consequences, a S’ Indian 
needs do not always coincide with Britain’s In the future 
it is essential that this sterling link should be snapped This, 
howeVer, would not rule out* any arrangements on the Anglo i 
French-Amencan lines of a semi- permanent nature to . have 
the advantages of a stable exchange, or our joining ?the ■ Inter- 
national Monetary Fund with adequate safeguards ' No long- 
range commitments should be entered into, and the rupee 
should be free to go ‘ its own way unhampered by the needs 

of sterling, 

1 

. Question 9 — Write short 'notes on — (a) The Interna- 
tional Monetary Fund (6) Black Markets, (c) Deflation 

Answer — (a) The International Monetary Fund An 
international monetary conference was held at Bretton Woods 
(U S A ) in July 1944 The main object of the conference was 
to establish healthy international trade and investment among 
the participating nations The conference recommended two 
new international monetary organisations —(1) The Interna- 
tional Monetary Fund and (2) The International Bank for 
Recon struction and Development. 

The purposes of the Fund are to facilitate* the expansioh 
and balanced growth of international trade thereby leading 
to the development of productive resources of all members. 
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to maintain orderly exchange arrangements among members, 
to assist in the establishment of a multilateral system 
,of payments m respect of current transactions and to make 
available to members the resources of the Fund under ad- 
equate safeguards, thus providing them with opportunity to 
correct maladjustments m their balance of payments without \ 
resorting to measures detrimental to national or inter- 
national prosperity and progress. The fund is not a clearing 
scheme for all international monetary transactions, nor is 
it intended to be used for large capital movements It seeks 
to provide normal short-term credit facilities on current trade 
account. 

Black Market , — Price control is not an easy matter 
, where Government cannot effectively control the supply and 
t e demand. The result is teat “black markets” appear. A 
black market means buying and selling a commodity at un- 
authorised prices or at prices above those fixed by the Govern- 
ment. The black market is not a particular place, as the 
name implies, with a sign board prominently displayed. But 
it exists everywhere and in almost every commodity whose 
price is controlled We see that black markets are common 
ni India m cloth, sugar, iron and steel etc The Government has 
fixed the price of sugar and has rationed the commodity. 
The unit for each individual is too small and therefore those 
who need sugar beyond their quota are compelled to go into 
the black market and pay price for sugar much above the 
controlled rate. 

* 

Deflation . — Deflation is the opposite of inflation. When 
money is pumped into circulation like air into a motor tube, 
the result is inflation of the currency and rise of prices , 
when money is withdrawn from circulation, the currency is 
reduced and prices fall Deflation may also be caused by a 
sudden increase m the volume of production — the amount of 
money in circulation receiving the same. When deflation 
occurs currency appreciates Deflation is injurious to the 
producers and businessmen and confers a corresponding 
benefit on the wage earners.' 
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Question 1 —Distinguish between money ' and- credit. 
Does the supply of credit depend upon the supply of money t 

Answer —Credit in its hteral sense means trust or con- 
fidence Actually it means postponement of payment A 
shopkeeper wishes to purchase goods from a producer for 
sale but he cannot pay for them straightaway He, therefore, 
gives a written promise to pay the price of the goods some- 
times hence In e'ther case capital has been put by one 
man at the command of another to be re-paid ^at some future 
time Credit, therefore, may be dehned as a "protracted 
exchange,” that is, exchange which is not complete.until a 
certain period of time 1 has expired "Introduce, the element 

of time into exchange,” says Gide, "and it becomes credit 

credit may be defined as the exchange of present wealth for 
future wealth.” 

In fact credit involves three essentials viz. (1) ex- 
change or transfer of value, (2) time and (3) confidence both m 
the integrity and Capacity of the borrower 

Credit instruments differ from money instruments m 
more than one respect They have no intrinsic value and 
circulate on the strength of the reputation and financial stabi- 
, hty of a single person or institution. They pass less frequent- 
ly and less rapidly from hand to hand and are seldom hoarded. 
Unlike money, all forms of credit do not possess the same degree 
of acceptability A man’s cheque or promissory note, for in- 
stance, will be taken only by people who know him and trust 
him whereas every one will accept a bank note Credit may; 
therefore, be divided into two olasses , (1) credit of general 
acceptability, such as bank notes , (2) credit of limited accep- 
tability, such as bank cheques,! drafts, and promissory notes 

Credit is not capital nor a factor of puoduction in the 
same sense as land and labour are Credit is only a method 
of production. It does not oreate wealth but transfers it. 
It represents money not m the hands of the owner but the 
borrower. Credit instruments are created if there is money 
to lend upon them Credit is not wealth in itself However, 
confidence we may have m some one, his confidence alone 
will not enable him to raise capital, if none has got some 
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wealth to give him'.; But sometimes credit is granted by 
bankers far in excess of money they possess. Roughly, it 
has been estimated that if a banker possesses Rs. '10, he can 
gratit a loan of Rs. 100. In so far as this happens there are 
people who say that credit is certainly wealth. But the fact 
is that this multiplied wealth has for its basis some real 
wealth' without which it could not have come into existence. 
We fcan, then, say that credit multiple wealth and when it 
is used for production it gives it the form of capital. In short 
credit makes wealth more useful. It is not, therefore, a 
factor of production, but a method of production. It makes 
capital more efficient m the same way as division of labour 
makes labour more efficient. v 
\ 

Question 2 .—, How are trade cycles generated* Why does 
the boom collapse after a certain stage* 

Answer .' — See Answer to Question No 1, Economio 1937'. 

I Question 3 . — Compare and comment on the increase in 
note circulation and' the rise in prices in India ‘during 
the War. ' 

% 

Answer — The most outstanding fact of the ourrenoy 
situation in India since the war began is the enormous 
expansion of currency and extremely high prices. 

The total amount of notes and coins in circulation 
increased by Rs. 503.72 crores during the period September 

1939 to ''December 1942. Nearly a quarter of the total 
increase occurred up to March 1941. From March 1941. 
to March 1942 the increase was more than a quarter of the 
total. The remaining increase ocourred between March 1942 
and December 1942. The increase m currenoy was largely 
brought about by an increase in notes, coins being relegated 
to a very minor position. Notes in circulation increased by 
38 per cent from September 1939 to May 1940. From Juno 

1940 to October 1940 notes in circulation declined, showing 

the usual seasonal absorption, and then steadily increased, 
reaching a level above that of June 1940 in February 1941. 1 

From that time onwards notes in circulation have continuously 
increased tip to December 1942, except for two small seasonal 
recession, one in July 1941 and another in June 1942 

The total notes in circulation increased from 2,57,06 
lakhs in 1941 to 0,43.68,900 m 1943 to 8,82,49,000 m 1944 
and to 12,18,77,000 in 1940. 
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It .would not be irrelevant to explain why this expan- 
sion occurred. Under the Resbrve' Bank of India Aot an 
expansion in currency can occur only if there is a correspon- 
ding increase m the assets of the Issue Department of the 
Reserve Bank of India * I he period of war, the assets of the 
Issue Department consisting of gold coins and bullions have ' 
received steady at Rs 44 42 crores. The. largest increase 
occurred m sterling securities held by the Issue Department. 
The rupee securities had increased from Rs 37.39 crores in 
Augnst 1939 to Rs. 126 13 crores in December 1942, an 
increase of 238 per cent. To enable the Reserve Bank to 
hold the additional rupee securities the Government of India 
issued au ordinance of February 10, 1941, modifying the 
provisions of the Reserve Bank of India Act Under this 
act .the amount of rupee securities and internal bills 
of exchange that could be held m the Issue Department was 
restricted to a maximum limit of of one-fourth of the total 
assets or Rs 50 crores, whichever was greater The ordinance 
did away with this restriction, and. the new limits that it laid 
down were that no less than two- fifths of the total assets of 
the Issue Department should he held in external assets, , e 

nflwT M nd , bul r °r sterimg securities, and that the value 
of gold held should not he less than Rs 40 crores Accordingly - 
up to three-fifths of the total assets can now be held m rupee 
^securities, rupee com, and internal bills of exchange. P 

The sterling securities m the Issue Department 
increased from Rs. 5') 60 crores m August 1939 to Rs 412 83 
l942, an increase of about 680 per cent. 
1939 Ja l y 1940 the eterlm-g securS 
per cent and remained stationary at that 
level up to December 1940 ; they showed a small rise 

S Marck 1941 they shar P Iy declined 
y 27 per cent from the February 1941 level After this 

and P n? n p!,l bf3gan A and } he J^uary 1941- level was attained, 
un to y, . They continued to increase , 

Since ft’™ ° + v, 19 i* 2 ’ there ' was again a sharp decline. 

Since then they have continued to mount up. 

from pi 16 securities m the Issue Department xosb 

to°m^u os 6 , 5 , 0 ? lakhB 111 1942 t? 643,62 lakhs m 1944 and 
to 10,61,26 lakhB -m 1946. ' 

TT c vPi 6 for the increase is hot far to seek. 

Majesty s Government paid for its purchases m India 
terlmg and the sterling balances were kept in India 
ne (government of U.S. A. alsb made its payments m Bt’erhng 
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to the Government of India for the upkeep of the American 
troops and the latter provided, the requisite rupee finance. 
This also tended to increase the sterling balances held m 
London on India’s account. 

In order to provide the , equivalent rupee finance 
they are transferred from the Banking to the Issue Depart- 
ment of the Reserve Bank of India, and against them rupee 
notes and coins of equivalent amount are issued and made 
available in India The sterling securities cover the new 
notes issued As had already been pointed out, under the 
amended provisions of the Reserve Bank of India Act, once 
the statutory amount of gold coins and bullion (Rs 40 crores) 
is maintained in the Issue Department there is no restriction 
on the Reserve Bank as to the amount of sterling securities 
that can be held m that Department The bank can increase 
its sterlmg assets almost indefinitely, and is, in effect, 
entitled to pnnt notes worth about two and a half times 
their total value. ' As the sterlmg balances m London 
increased the notes issued to India also increased. 

We can now consider the degree of responsiveness 
between currency expansion and the rise of prices. For a 
proper examination of this problem the relation of pnce 
changes with eaanges in the notes in circulation should be 
considered The reasons for adopting this procedure are 
as follows Firstly, the largest part of the increase in 
currency since the war began consists of notes. Secondly, 
by deliberately confining ourselves to notes m circulation, 
we can for the most part eliminate the element of hoarding 
In India, hoarding of currency is largely confined to rupee 
coins and more recently to smaller coins. 

As the bulk of the purchasing power in India consists 
of notes and coins, the volume of currency has a direct 
bearing on the price situation in this country. The connec- 
tion between the volume of purchasing power and the level 
of prices might also be expected to be closer during war 
when there is a scarcity of consumers goods and conditions 
of full employment obtain. 

During the first four months of the war prices clearly 
outpaced the expansion of notes m circulation Prices than 
rose chiefly because of the development of speculative bulges 
in the expectation of still higher prices. The increase in 
note circulation thus followed the rise in prices and did not 
initiate it Then came a recession in prices But though 
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•prices fell from January 1940 to September 19s0 by about 
17.4 per cent, there was only a contraction of circulation 
about U 1 per cent, during the period May 1940 to October 
1940. The area of large purchases m India by UK began 
some time durmg this period Prom that time onwards 
notes in circulation aud prices both show almost a continuous 
increase with prices clearly lagging behind The prices follow 
the rise in the note circulation at a distance of time and 
the distance between them seems to be increasing The 
implications are clear. The expansion m currency does not 
take place following price increases As already indicated 
it is related to the sterling securities in the Issue Department 
which in turn are related to the needs of the British Govern- 
ment. Thus the expansion of notes circulation m India 
has been governed by the needs of British Government for 
rupee finance rather than by the needs ' of the Indian 
economy. Prices instead of catching up with the increase m 
note circulation are being increasingly out-distanced by it 


, Tne following table sets out in juxtaposition the increase 
fa Note Circulation and Demand Deposits and the calculated 
index of wholesale prices : 



Note 

Circulation 
(In Rs 
crores) 


August 1939-100 
Calculated Index 
of Wholesale 
Prices. 

1939 August 

179 

136 

100 

December 

236 

138 

137 

1940 January 

238 

139 

130 

Ootober 

229 

162 

121 

1941 January 

246 

169 

' 121 

August 

277 

196 

161 

1942 January 

366 

217 

166 

August 

474 

296 

192 ' 

1943 January 

693 

346 

260 

October 

782 

466 

334 

1944 April 

894 

565 

•s 

298 




179 


, ' i 

BCOTTOMIOS 


trends in domestic as well as internal price levels. The 
discripancy between the internal and external value of the 
currency that we find in India is true of other countries also 
where war-time controls have inevitably created the same 
problem to a smaller extent. Ia a word, not only India, 
but the U K„ the U S.A, France, m fact, all major countries, 
are now faced with the problem of deciding the level at which 
to stabilize internal prices and the ratio of exchange. 

The problem is complex and highly dynamic The 
traditional approach of this problem is through an estimation 
of the purohasmg power parity between different currencies. 
This forumla is even theontically open to several objections 
In practice it is of much more limited applicability on account ’ 
of the feet that internal price levels to-day do not reflect the 
purchasing power of the currencies in question because of the 
operation of war-time controls In India the forces of infla- 
tion have been allowed to progress unchecked and prices have 
risen, as we have seen, to two and a half to three times the 
pre-war level. In II K the level of prices has risen by about 
70 per cent and m U. S A. by 40 per cent The cost of 
living in U. K as well as m U. S A by 40 per cent. The 
cost of living m U. K as well as in U S A, has been cont- 
rolled rigorously, the rise being about 30 per cent over the 
pre-war period. In India, although food prices have been 
controlled, there has been no attempt at subsidizing the basic 
articles of consumption so that the cost of living has risen 
almost 'to the extent of the level of pnceB. This means that 
if we compare the purchasing powers of the Indian, British 
and American currencies on the basis, of these figures, the 
rupee would have to be devalued very sharply in order to 
bring our level of prices in equilibrium with the level of prices 
elsewhere. On the other hand, it has to be borne in mind 
that thejiresent levels of prices and cost of living in the TJ. K. 
and the U S. A. are lower than- would be warranted by the 
amount of monetary circulation. In other words, the inflation 
potential m -these two countries is larger than m India where 
the effects of inflation have been allowed to work themselves 
out much more fully than elsewhere 

We must also consider in this connection the requirements 
of our domestic economy. There are several considerations 
to he taken into account here. The present level of prices 
has inflicted great hardships on large sections of the people 
whose incomes have not risen part passu with the level of 
prices There seems to be, therefore, a case for lowering 
prices so as to afford relief to these classes. On the other 
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hand, if the prices are allowed to fall to low, they would affect 
agriculture and industrial enterprise adversely and thus create 
conditions of slump' in the country. It seems reasonable, 
therefore, to work for the third .alternative mentioned above, 
viz., to secure a via media between the present high level of 
prices and the very low level that would be necessary in order 
to maintain the present ratio. The proper adjustment along 
these lines cannot be secured by different countries acting in 
isolation. Some kind of an international organization is 
necessary to prevent the sort of exchange dis-orders aB charac- 
terized the inter-war period and to make possible a harmonious 
readjustment between price levels and exchange rates of the 
major trading countries of the world. The International 
Monetary Fund is an attempt in this direction. 

Question 5. — W hat are the main functions of a Central 
Bank ? How far does the Reserve Bank of India discharge 
them effectively * 

Answer, — Central banking has acquired so much impor- 
tance that it has now become an entirely separate branch of 
bank as distinct from the functions and operations of 
commercial banks, industrial banks, agricultural banks and so 
on A Central Bank is generally recognised as a bank which 
constitutes the apex of the monetary structure of its country 
and which performs as best it can in the national economic 
interest, the following functions:— 

(1) The regulation of currency in accordance with the 

' ' requirements of business and the general public, for 

which purpose it is granted either the solo right of 
note issue or at least a partial monopoly thereof. 

(2) The performance of general banking and agency 

services for the state. „ 

(3) The custody of the cash reserves of the commercial 
banks. 

(4) The custody and management of the nation’s reserves 
oi international currency. 

(61 The granting of accommodation, in the form of 

' rediscounts or collateral advances/ to commercial 
banks, bill brokers and dealers, or other financial, 
institutions, and the general acceptance of the 
responsibility of lender of last resort. 
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(6) The settlement of clearance balances between tb 
banks, and 

(7) The control of credit in accordance with the needs 
of business and with a view to carrying out the 
broad monetary policy adopted by the State. 


A further requisite of a real central bank is that it should 
not, to any great extent, perform such banking transactions 
as accepting deposits from the general public and accommo- 
dating regular commercial customers with discounts or 
advances It is now almost generally accepted that a central 
bank should conduct direct dealings with the public only in 
such forms and to such extent as in the circumstances of the 
particular country, it considers absolutely necessary for the 
purpose of carrying out its monetary and banking policy If a 
central bank has a large commercial banking business such 
operations might come into direct conflict with its functions 
as the hankers’ bank, the lender of last resort and the cont- 
roller of credit It has/ for example, come to be recognised 
over a wide range of countries that the success of a central 
bank depends largely upon -the whole-hearted support and 
co-operation of the commercial . banks, and that such co- 
operation can be effectively obtained only if it 1 refrains from 
competing directly with them m their ordinary 'banking 
business, except when compelled to do so in the national 
ooonomic interest. . 

Let us now explain how the Reserve Bank of India 
discharges the above functions — 1 


Monopoly of Note Issue — The Reserve Bank of India 
has the monopoly of note issue No other bank or the 
Government has this right The bank assumed liability of 
all the notes of the Government of India already in circula- 
tion on the date of its commencement of the business The 
hank issued its own notes for the first time in 1938. It has 
been given the right to issue notes on the proportional reserve' 
system The Bank is required to keep not less than 40% 
of the value of notes issued in gold -and sterling 
securities, of which the amount of gold com and bullion must 
not fall below Rs 40 crores Ihe rest is kept in rupee coins, 
rupee securities, bill of exchange maturing within 90 days, etc. 
The assets of the Issue Department are kept separate from 
those of the Banking Department. 
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The bank does not only issue notes, it is m fact, the 
sole channel for the out and intake of all forms of legal tender 
currency. Besides its notes, there are one-rupee notes, rupee 
coins and other subsidiary coins in circulation in this 
country. They are all issued by the Government only through 
it. If the bank has a surplus of them, the Government 
takes it back. 


(ii) Bankers to the Government. — The Bank is the banker 

to the Government. It keeps all the balances of the central 
and provincial governments. The bank also acts as an agent 
to the various governments for performing their financial 
operations at home and abroad. It manages all pubho debts 
and advises the vanons governments b!b to the suitability of 
the time with regard to their floatation. It also purchases 
sterling on behalf of the Government of India for payment of 
home charges. ' , 

(iii) Banker's Bank.- — The Reserve Bank of India is the 
banker’s bank. Every scheduled bank must maintain a 
minimum balance of not less than 5 per cent of its demand 
liability and 2 per cent of the time liabilities. In' return the 
scheduled bank can rediscount bills of exchange or borrow 
from the Reserve Bank. Just as credit ib given by the ordi- 
nary banks to a businessman the Central Bank gives credit 
to commercial banks by means of redisoountmg facilities. The 
Central Bank to thus in a position to control undue expansion 
of oredit and ourrenoy in a period Of prosperous business 
activity and to control undue contract’on in a period of 
depression and thus prevents a crisis. 


(iv) Maintenance of the External Valve of the Rupee — The 
Bank is responsible for the maintenance of the sterling value 
of the ruppee. For this purpose, it is obliged to purchase and 
sell sterling for delivery in London at fixed rates in sums of 
not less than £10,000 at a time. In fact, a very great stress 
has been laid down in this countrv upon the maintenance of 
the sterling value of the rupee Contraction of currency has 
been several times resorted to, with this purpose in view, 
though this has resulted in a shortage of capital for industries. 
It is rather more necessary to maintain the internal stability 
of a currency than the external stability. But, in the case of 
rupee, this has been sacrificed, the aim being just the 
opposite. 
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(v) Reserve Bank as Clearing Bouse — The Reserve Bank 
acts as the Clearing House for scheduled banks at Bombay, 
Delhi, Madras, Rangoon, Lahore and Karachi. 

(vi) Maintenance of steady rates of interest —The Reserve 
Bank was also expected to steady the rate of interest in dif- 
ferent seasons of the year and between rural and urban areas. 
But this has not been done, perhaps due to the fact, that a 
very important constituent of the Indian money market, 
namely the indigenous banker is out of its control " Something 
must be done to co-ordinate his activities also. 

Question 6.— State the economic functions of the Stock 
Exchanges and comment on the working of Stock Exchanges 
in India. e 

i 

1940 i4ws<eer '~ See answer t0 Question No. 4. Economics, 


• x, Q Ur ~ shon ' 7.— Examine the trend 6f India’s foreign trade 
m the inter-war period. 


to a “ By 8erve as an introduction 

Se mt“eSL i deVel ° Pment8 ta ^ ^ India during 



Value in Qrores of Rupees. 
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The early post-war period was characterised by-A trade 
boom caused by the removal of many of the war time prohibi- 
tions on exports as well as a gradual resumption of commer- 
cial relations with enemy countries. The demand for Indian 
produce was also very brisk from the Western Countries 
.who wanted to re organise their industries The revival of 
trade, especially export trade, would have been even more 
striking but for the shortage of railway ..agoas, high prices, 
labour troubles, unstable foreign exchanges, the rise in the 
exohange value of the rupee and the continuation of restric- 
tions imposed on exports of food grains owing to the failure 
of the monsoon in 1918-19 The pace of the boom .was, 
in spite of all the?e handicaps, very fast and it waa feared 
that soon slump would set in signs of which became visible 
in the latter part of the year 1920 21 The export trade 
was the first to be affected The foreign markets of Great 
Britain, the U.S v and Japan who were all among India’s 
best customers, were glutted with Indian produce the demand 
for which gradually tell The countries of Central Europe 
which had been a valuable market for Indian exports m 
the pre war period wanted products of our country but as 
their resources had been shattered they could not make 
any purchases The failure of , rains m 192t> in India and 
the high prices of fbod-stu fs necessitated the restrictions on 
the export of Food-stuflfs Exports to Japan fell owing to 
severe crisis which overtook that country. The Indian export 
trade was further paralysed by the exchange policy of the 
Government of Tndia. The import trade on the other hand 
expanded considerably During the War India’s import 
requirements had been starved. After the cessation of 
hostilities huge orders were placed for machinery and other 
manufactured products which soon began to pour in. It is, 
therefore, no matter for surprise that there was a heavy 
balance of trade., against India to the extent of Rs. 79 80 
orores m 1920- J ‘'i£which continued into the next year when 
it amounted t 33 94 crores. Recovery was seen after 
the Year 1922q^t And so *ar as the import trade was 
concerned the trend towards the restoration of normal condi- 
tions was continuously m evidence till the year 1929-30. 
The progress towards gradual recovery was favoured by the 
stabilization of the European currencies, the improvement 
in the credit position of the Central European countries and 
the apparent settlement of the reparations questions by 
means of the Dawes Schemes in 1924 

Then comes the great depression following the collapse of 
Wall Street m October. 1929 which soon spread all over the 
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world. India could not remain unaffected. The main causes 
of this trade depression which dominated India’s foreign trade 
during the year 1929-30 to 1933-34 may be summed upas 
follows : — 1 

(0 Over-production in the case of both raw materials? 
and manufactured products. 

(it) Monetary causes such as the accumulation of 
gold by America and Trance resulting in a de- 
pletion of gold reserves of Central Banks m other 
countries and the consequent deflationary policies 
followed by these banks. 

(tit) Political unrest m many quarters of the globe, 

. notably in India, China and South America. 

■ (tv) Restrictions on trade in the shape of tariffs, quotas, 
exchange control etc. which became numerous 
during the era of exchange instability -ushered in 
by the widespread abandonment of the gold 
standard. 

The set back in the foreign trade of India can be clearly 
seen from table given above. The fall in the value of exports 
was mainly due to the heavy fall in the prices of agricultural 
raw materials and in the demand for India’s staple exports. 
The fall in the Value of imports was largely the result of the 
fall in the purchasing power of the people, the tense political 
situation in the country and the inorease in home production 
of textiles and 6Ugar stimulated by the policy of discriminate 
protection since 1924. 

In 1933-34 Indian conditions generally showed some 
improvement and there were signs of recovefyi'iat least in the 
export trade. The years 1934-35 to 1936-37'. Witnessed further 
economic recovery. In the earlier stages, improvement was 
confined to particular countries or industries but in 1936 
the world appeared to have difimtely emerged from the 
paralysing conditions of the great depression. The gradual 
depletion of stocks of primary commodities since 1934, the 
restrictions imposed on a voluntary basis on the production 
of various commodities, the collapse of the gold block under f 
the leadership of Trance and the devaluation of erst-while 
gold currencies in September, 1936 brought about a rise in the 
prices of many commodities. 
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India followed the general world trend towards reco- 
very but her course of recovery was different from that of 
the other countries. India is an agricultural country and 
the depression of 1929 hit her most as there was a disastrous 
fall in the prices of primary produce. It was during 1936-37 
that India saw an appreciable advance in the prices of her 
Agricultural products. This marked improvement waB chiefly 
the result of a general recovery m the demand for primary 
commodities and raw materials India’s trade, especially her 
export trade, m consequence made a substantial recovery 
m 1936-37 when it recorded an advance of nearly Its 36 
crores over the previous year’s total In the same year 
the trade balances in private merchandise in favour of India 
which had sunk low to ks. 3 crores m 1932-33 mounted to 
Es 78 crores. 

Then coines the - period of business “recession” as it is 
called. It started m the United States m April, 1937 and < 
soon gathered momentum giving an unexpected setback to 
the economic recovery of the world. This recession was 
caused by the bursting of the bubble of speculation, and ner- 
vousness regarding future shortage of raw materials resulting 
m the gold scare in the United States, the restrictions placed 
on credit facilities by banks, and evolution’ of restriction 
schemes. The recession was, however, short-lived and in the 
early part of 1939 business activity regamed its strength. 

The economic 'recession’ did not fail to affect adversely 
puces and agricultural conditions in India. The prices 
of most Indian staple produots declined sharply and 
thit$ meant a shrinkage In the income of the 
agriculturists. The Smo- Japanese conflict affected 
seriously the trading capacity of Japan. India’s principal 
customer for cotton The foreign trade of India 1937-38 
showed a fall m her exports compared with the previous year 
but there was an exclusion m imports The figures for the 
year 1 938-39 clearly bnpg out the effects of the “recession” on 
the foreign trade of India The total value of India’s foreign 
trade m private merchandise declined from Rs 363 croTes in 
1936-37 to Rs 322 crores in 1938-39 The fall of as much 
aB Rs. 4 1 crores in exports was the result of general economic 
depression and reduced purchase of Indian cotton ,by Japan 
Ihe fall m imports m the same year was caused by the smaller 
purchasing power m the hands of the agriculturists. 

Question 8 — "Exports pay for imports ” Discuss this 
statement, bringing out its relevance to commercial policy. 
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Answer . — In earlier times, imports of goods were paid 
for very often in gold and silver but such a method to-day 
would be very uneconomical for the following reasons. — 

(1) The world’s stocks of specie, even if they were avail- 
able as money would be sufficient to cope with the 
aggregate volume of business. 

(2) Transmission of specie involves expense and risk. 

(3) The precious metals would be diverted from internal 
use in arts, and if the country still used them as 
currency, from the currency system as well 

It is, therefore, m the interests of all countries engaged 
in international trade to minimise the use of gold in inter- 
national payments, and, as a rule, all the exports of a country 
are, m effect, set against all the imports. It is only the 
balance which is settled in com or bullion By means of the 
modem credit system, trade to the value of crores of rupees 
takes pace ' annually with very little reoourse to the trans- 
ference of gold In international trade, therefore, even more 
than in home trade, gold functions as a measure of value than 
as a medium of exchange 

Barter is at the basis of all exchange but it shows itself 
more prominently m international trade, Exports constitute a 
claim upon and payment for imports and foreign trade 
represents a reversion to barter Imports of food and raw 
materials and exports of manufactured goods are reckoned m 
terms of money but the transactions, taken as a whole, are 
largely effected by mutual cancellation of debts. "Exports 
pav for imports” is also true m the sense that if there is no 
equilibrium between the total exports and imports (which 
terms include invisible items too) then there wilt be a balance 
of indebtedness against a country But this general balanoe 
of indebtedness cannot go on increasing indefinitely and the 
unfivourable balance must be settled by the export of gold 
bullion or it will lead to either a readjustment of trade, an 
increase m export favoured by a depreciated exchange ratio 
and a dununition of imports or, in the end, national bank- 
ruptcy must ensue The normal excess of exports of India 
over her imports arises chiefly from a steady demand for 
India's raw materials for use in foreign manufactures i.e , raw- 
cotton in Japan and India’s position as a debtor country and 
her standing obligation to meet the "Homo Charges.” 
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The preposition that exports pay for imports is, however, 
subject to the following explanations . — 

(1) Sometimes imports may be greater than exports 
because payment is postponed. 

(2) International loans for the time being tend to 
increase the imports of the. borrowing country 
■without an immediate equivalent increase of 
exports. 

(3) When the process of repayment begins the position 

1 is reversed and the borrowing country's exports tend 

to be in excess of its imports. 6 

(4) Under exports or imports all items— visible and 
invisible, officially recorded or not — are to be included. 

The principle is the basis of clearing agreements which 
are designed mainly to regulate bilateral trade so as to produce 
bs far as possible an exact balance of exports and imports. 
No payments for settlements are intended. 

Question 9 — Examine critically the effect of World War 
II on Indian industries, and give an outline of a proper post- 
war industrial policy for India 

Answer — The Second Great War came as an expected god 
send to Indian industries, although it must be confessed, the 
best utilisation of the opportunity has not been made largely 
on account, of the hostile attitude of the Government of India 
taking order from His Majesty’s Government. In a total war 
where possibilities of industrial development were great India 
should not have been able to develop key industries is a matter 
for discredit to her rulers In the first place there has been a 
shortage of machinery and plant India does not manufacture 
plant and machinery and depends upon foreign countries for 
their supply. A number of industries which could have been 
established were prevented from so doing on account of the 
refusal of grant facilities for the import machinery from 
abroad Secondly, the shortage of shipping was a major 
problem Thirdly, the apathy of the-Govemments did not help 
India to realise the high hopes which were raised when the 
war broke out The Government of India and the provincial 
governments took an extremely narrow -new of what kind of 
industry deserved to be encouraged on the basis of war needs. 
According to them any industry which could not debver its 
goods within a year or so was not to be regarded as essential 



190 


ECONOMICS 


for war purposes. This was to fly in the face of both the 
experience of the last war and of common® sense and common 
prudence. In the result the motor car industry for which all 
plans were got ready by a private enterprise working in 
collaboration with an American firm was refused facilities for 
importation of machinery and guarantees of purchase for the 
army. The ship -building industry which cried for expansion 
was restricted on the same grounds , and the Secretary of the 
Department of Commerce said in 1941 that the Government 
had no mtention of encouraging ship-buildmg industry as part 
of the war effort Indeed for quite a considerable time all 
that the war effort meant was the collection of funds under 
varying degrees of official pressure to be remitted to Britain 
for the purchase and naming of a few fighter planes on the 
ground that India’s best defence was in Britain’s and that she 
herself need not do anything. Despite the unfortunate and 
unforgettable experience of the previous war the government 
persisted m pulling ont rails and tracks and sending rails, 
wagons and locomotives to the middle East and other theatres 
of the war without making any preparation for replacing them 
or rebuilding them Transport which at no time was adequate 
later became pitifully insufficient to meet the Btram imposed 
on it. 


Yet in spite of all 'these obstacles -India’s industrial 
development was not checked. The existing industries have 
made great progress and several new industries have come 
into being. The annual output of steel increased from about 
750,000 tons in 1939 to about 1,125,000 tons in '1943-44 New 
kinds of steel, like special alloy and acid steel were for the first 
time manufactured. "Whole railway wagons inoludmg wheels, 
tyres and exles are being constructed and armoured plates and 
armour piercing steel are also being manufactured at Jamshed- 
pur. The result of the developments in the steel industry 
during the war has been striking.' Auxiliary industries have 
grown up and the -essential foundation for the establishment 
of new industries is being laid. Indeed, the steel works in 
Dwha have promised to build locomotives after the war and to 
supply the various parts required for the manufacture of 
motor cars. 

In addition, advances in the supply of machine tools, 
structural steel, heavy mechanical appliances, electrical 
equipment, optical stores, paint and chemicals have been 
made Before the war only 100 machine tools were made, in 
1944 , 4,500 machine tools were produced. As against 600 
engineering workshops before the war there were by the middle 
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of 1943, 1,50(5 including 23 railway workshops. The production 
of aluminium is now fairly wall esfcalishad and has a capaoity 
of about 5,<JOO tons of ingots and several manufacturing 
processes in connection with the rb'lmg of nonferrous metals 
have been developed. The cotton industry has increased its out- 
put from about 4,000 million yards to 5,000 million 
yards and entered into new lines of production 

Tentage items, mosquito nets, parachute silk are 

some of the new lines of development ‘The woollen 
industry which was completely taken over by government had 
also increased its output Both the handloom and machme- 
knittmg industries have developed rapidly Perhaps the 
most outstanding achievement was in the leather industry. 
From a bare 100,000 pairs produoed before the war for defence " 
services, the supply rose to 3.6 million pairs m 1941, 

6 9 million in 1942 and 6 6 million in 1943 This increased 
supply came both from the bigger firms and the smaller pro- 
ducing units The increased demand for harness, saddlery 
and other army equipment was also met by the leather 
industry. As against 3 000 workers employed in 1939, 20,000 
are now employed and production is now roughly 20 times the 
peace-time output. Again grindery the production of heel and . 
two tips, eyelets, etc, — formerly imported is now produced in 
India to the tune of 30 million pairs. 

The chemical industry which had been established on a small 
scale before the war was able to expand considerably Before 
this there were 23 factories producing only 26,000 tons of 
Sulphuric Acid. The demand having increased to 115,000 tons 
and imports of base materials not being available, production 
was stepped up. Six more plants were established hut total 
production is still short of requirements by 93,000 tons. 
Attempts made to secure four contract plants, under lend-lease 
from the U. S A. have not succeeded. But notable improve- 
ments have been registered in the production of Nitric Acid, 
Copper Sulphate and bichromates, all requiring Sulphuric Acid 
as basio raw material. The deficiency m the production of 
caustic soda, bleaching powder, chlorine, soda ash, sodium 
bicarbonate, alums and number of other chemicals still 
remains. The absence of a well- developed basic chemical 
industry and of a heavy engineering industry which was felt 
to be a serious gap and limiting factor in the last war conti- 
nued to be so during the present war. 

Owing to the stoppage of imports, the Indian production 
of drugs has received great fillip About 60 per cent of drugs 
used are now manufactured in India The development of our' 
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surgical dressing has also been rapid. .Considerable snceess 
has been achieved m expanding industries connected with the 
manufacture of brushware, enamel ware, crockery, cutlery, 
paper, cardboard products, glass, safety-razors and a number 
of such small items. The canning of fruit has also developed 
from l .5 million to 2 6 million cans Timber, plywood, wood- 
ware and production connected with timber received some 
stimulus and production increased from 242,000 tons in 1940-41 
to 863,000 tons m 1942-43 and to 963,000 tons in 1943-44. 
In shipbuilding and aircraft manufacturing, no progress was 
possible. But repairing work, never before done in India, 
has been going on both in regard to ships and aeroplanes. 
The Hindustan Aircraft factory established for production has 
been used only for the maintenance and repair of aircraft 

War has come to an end. We must not allow ..the work 
built up during the war to crumble down. What the future 
policy of the Government to protect the industries should 
be only time can tell but it is necessary to protect industries 
whether by tariffs or subsidies. 






ECONOMICS— PART II { 

1947 

Question 7 —Wliat is the relationship between the supply 
of money and the general level of prices in a money economy? 

Answer — While answering this question the reader has 
to discuss the Quantity Theory of money and for a discussion ' 
please see answer to Question No 1, Economics, 1943 

' f , 

Question 2.— How does a high or low exchange ratio 
affect the different economic interests in India* - 

Answer — If the exchange , value of the rupee were re- 
duced the effects on India’s trade, industries ' and agriculture 
would be beneficial co the country 

Trade — A low rate of exchange acts as a stimulus to 
exports, 'as the same can be sold in foreign markets at low 
prices without at the same time lowering the proceeds 
available to thG exporters The foreign importers shall have 
to pay less in their own currency while the Indian exporters 
being paid in rupees do not lose anything For instance if 
the exchange value of rupee were to be reduced from Is. 
6d to Is 4d prices -of Indian exports would be automati- 
cally reduced by 1/9. India has in recent years been building 
up a fairly good export trade in manufactured goods 1 Foreign 
competition for the same would, by lowering the rate, be 
eliminated to some extent -Besides imports would fall as 
then prices would rise in the same proportion and the impor- 
ters would be discouraged from importing foreign goods 

It is, however, urged that this may not happen if proba- 
tive duties are levied by foreigners on our exports and 
bounties are given on imports But this cannot be so as 
most of our exports comprise foodstuffs and raw materials 
which must be purchased by foreign countries Moreover, 
our manufactured, goods are exported to countries having 
no manufacturing and hence they would not like to place 
restrictions on them. 

(b) Internal trade would also develop inasmuch as 
we shall have a greater purchasing power in the hands 
of the producers 
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(c) Industrtes. — A lower rate of exchange would give 
stimulus to our exports of manufactured goods and a setback 
to ' our imports. This would naturally keep the development 
of our industries. More goods would be required lor foreign 
as well as home markets. It is argued that a lower rate of 
exchange would increase the cost of machinery which we 
shall he "required to import. It may be so, but this would 
not retard the industrial development. It is pointed out that 
India may herself begin to manufacture machines 

Agriculture.— A lower rate of exchange would benefit 
the agriculturists They would be able to increase their exports 
and their profits too. It' is, however, said that they being 
ignorant might not be able to derive full benefit and the 
higher profits would be taken away by the middlemen. But 
this is not true in these days of competition. A part of the 
profits would surely go to the agriculturists. 

Question No. 3. — What are the main functions of a 
Central Bank 1 Show bow 1 far the Reserve Bank of India 
performs these functions effectively. 

Answer — See Answer to Question No. 5, 1 Economics 

1948. 

Question No. 4 — Examine the character and composition 
of our _ foreign trade during 1939-45. How does this period 
compare in these respects with the periods (a) 1914-18, 
and |b) 1919-39 5 , 

Answer. — The effects of the war on India’s foreign 
trade have not on the whole been injurious. But the lack 
of a sound export and import policy has resulted in Benous 
dislocation of her economy and failure to develop her own 
industry. The following table gives the figures of export 
and import trade for the year 1938-39 to 1943 44. It must 
be noted, however, that these figures give a wholly incomplete 
view of trade because trade on government account and 
lend-lease export and import are excluded from these figures. 
This detracts greatly from the value of the figures, but such 
as they are, they will be useful. 


I 

1 

1988-39 

Imp. Exp, Bal. 

1989-40 

Imp Exp. Bal 

1910-41. 

Imp. Exp. Bal 

(In Grows o i 
Kopecs) 
Total trade . 

Toml 1 ado . 

1G2 3 162.8 10 6 

1941-42 

Imp. Exp Ba], 
178 3 28< G 64.4 

165 8 203 9 88 4 

1942-43 

Imp, Exp Bal 
110 5 1S7 6 77 1 

f 

167.0 187,0 80 0 

1948-44 

Imp. Exp Bal 

1 18 » 199 2 80,8 






Countries (In percentage).- 
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The value of India’s foreign trade declined the year fol- 
lowing the outbreak of the war mainly on account of the fall 
of France and other countries, but recovered quickly in 1941-42. 
The export trade increased from Its 187 crores in 1940-41 
to Rs 233 crores in 1943-41 and the import trade from 
p„8. 157 crores to Rs. 173 ciores. From the point of view of 
India’s economy the effects were serious. The large and 
continuous export of food grains anl other essential 
civilian goods was m part responsible for the intense scarcity 
which followed in 1943 Instead of scaling down exports and 
stimulating imports, the opposite policy was followed. The 
subsequent year brought about a tall .both an exports and 
imports but while the quantum of fall was greater m exports 
the tall in value was greater in imports. In 1943-44 there was 
an increase in the value of lesser exports and imports, but 
in the case of exports the quantum was less. 

The last war meant cessation of trade with the continent 
and later- on with Japan, Burma and the other occupied 
countries. The relative share of the Empire countries in the 
imports has increased though that ot the United Kingdom has 
continued to decline as previously U. S A, has gained most 
Imports however increased from countries surrounding the 
Indian ocean particularly Egypt and the Middle East countries. 
Iran got as large a slice as 16 per cent of the value of the 
total imports in 1 942-43 The relative share of the United 
Kmgdom in the exports from the country declined but that 
of the Empire as a whole increased to more than 67 per cent. 
The increase has been particularly marked m the case of 
Ceylon, Australia, and South Africa. Tne importance of non- 
Empire countries in our export trade declined still further 
having been reduced to ies3 than one-third. U S. A.’s relative 
share during the war period has become increasingly important 
and so have exports to countries of the Middle East like 
Turkey, Syria, Arabia and Iran experienced substantial 
improvements. 

During the period intervening the two wars the 
importance of the United Kingdom and the British Empire in 
-the import trade of the country in spite of a policy of 
Imperial Preference and the Ottawa Agreement since 1932 
deteriorated still further. The deterioration was most 
marked in the case of the United Kingdom whose percentage 
share in the import trade fell from 63 to 30 in 1938-39, At 
the outbreak of the present war Burma accounted for 
nearly 36 per cent of our imports and Japan's share 
increased from a mere 2| per cent before the Great War to 
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more than 10 per cent in 1938-39. Germany’s share also 
increased while that of XI S A was more than doubled 
though it -was not very important On the contrary, the 
export trade tended to he concentrated more in the empire 
markets than outside it, particularly, after the Great 
Depression The share of the United Kingdom had mcreased 
from 25 per cent to more than 34 per cent while that of the 
non-Empire countries decreased from 59 per cent to 46 per 
cent nearly. 

Question 6 .— What are the principles which guide the 
grant of protection in India 2 Illustrate your answer by 
reference to any two of the industries affected ^ 

Ansuer . — See Answer to Question 1 No 8, Economics 

1937 

Paper industry is another industry which has immense- 
ly justified the anticipations of the Tariffs Board In 1925 
the industry was given protection till 31st March, 1932 at 
the rate of one anna per lb The proposal of the Board 
regarding loans etc was not accepted by the Government 
The Bamboo Paper Industry Amendment Act of 1032 
renewed the protective duty up to 31st March, 1939, as, 
recommended by the Tariff Board By the same Act a new 
protective duty ofRs 46 per ton was imposed on imported 
wood pulp to provide a stimulus to the manufacture of 
bamboo pulp m India In 1939, the protection granted to 
the paper and pulp industry was renewed, but the rates 
Were m some cases slightly reduced The industry has 
immensely justified the anticipations of the Traiff Board. 

The following table stows the progress which the 
paper industry has made since the grant of protection 
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Paper Mills in British India. 



Authorised 

Capital. 

'No , 
of 

Mills. 

Tons 

Produced. 

Price 
(Bs ) 

1933 

1,14,62,500 

9 

43,206 

1,79,36,760 

1934 

1,14,62,500 

9 

'44,179 

1,71,13,169 

1935 

1,19,62,500 

10 

47,305 

1,89,87,797 

1936 

1,34,62,600 

10 

■ 48,209 

1,92,12,791 

1937 , 

1,81,13,500 

11 

65,593 

2,48,13,096 

1933 

2,24,13,250 

12 

60,114 

2,46,04,076 

1939 

3 74,13,260 

14 

70,273 

2,96,29,258 


Question 6 — What arc the functions of a Stock 
Exchange 5 Explain whether State Control investment will 
improve the utility of stock exchanges. 

Answer . — The fundamental purpose of an organized 
• exchange to quote the preamble of the constitution of the 
New York Stock Exchange is to furnish exchange rooms and 
other facilities for the convenient transaction of their busi- 
ness by its members as brokers, to maintain high standard of 
commercial honour and integrity among its members and to 
promote and inculcate just and equitable principles of trade 
and business” A Stock Market, in its simplest foim, may 
be considered ns a market for the purchase and sale of 
securities and its continued oxistcnce and development 
plajs an indispcn inble role in a capitalistic society, haring 
jomt stock enterprise as its main feature A Stock Exoliango 
should he able to guarantee a free and continuous market 
for the exchange of securities and thus help m 
the determination of their real values Because of their 
existence, investors arc much convcnicnced m converting 
their holdings m cash and this factor, in turn, is responsible 
in stimulating t lie flow of capital into industry. A Stock 
Market by providing a continuous markot not only makes 
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possible the conversion of securities mto cash or shares, 
but also facilitates international investment of funds, making 
international payments possible without shipment of gold. 

' “Stock Exchanges are not merely the chief theatres 
of business transaction, they are also barometers which 
indicate the general conditions of the atmosphere of business. 
They are re ry sensitive to changing political, social and 
cultural conditions The trend of values on these market 
reveal the trends m economic prospects of various industrial 
u Jits Hence the industrialist, the investor, as well as the 
student of economics can feel the pulse of the nation by watoh- 
ing the trend of changing values on these ‘markets Like 
every other organized market, a stock niarket also aims at 
providing a continuous, free and a fair market, where buyers 
and sellers cam come m contact and deal in shares and 
securities It helps m providing a ready market where - 
shares and securities can be exchanged and transferred with 
the minimum loss of time and maximum of profit. 

The Stock Exchange serves a function by providing 
the necessary mobdity to capital and directing the flow of , 
capital into profitable and successful industrial enterprises 
and retarding its tow into enterprises with less justification 
for development This facility provided by Stock Exchanges 
serves a desirable social function by furthering the existence 
of those industries which a re more desirable. Thus [hot 
only capital is attracted br' it is directed to more profitable 
channels This is achieved oy watching the price-movements 
on the’Stook Exchanges. A rise m the price of a particular 
security, if it seems to be permanent, indicates that th'e 
xuturo prospects of the industry are likely to improve and 
that the industry shall be in a position to absorb more 
capital with advantage. On the other hand a fall m the 
price of any group of securities indicates that the capital 
employed therein is being shifted to another group m whioh 
prices are rising prospectively The interested persons and 
the investors, as a consequence, can feel where capital needed 
most and can formulate, their investment policy accordingly 
Thus the overflow of capital where there is no necessity and 
its scarcity where it is most needed are avoided and a fine 
balance is brought about between demand supply. “Simul- 
taneous gluts and scarcities of capital as between different 
industries are almost automatically prevented, misalignments 
between the supply of capital and the demands of industry 
are largely avoided and great economies in the use of 
capital are thus produced 
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A Stock Exchange by providing a ready and continuous 
market enables an investor to withdraw his oapital, at any 
time, either for personal requirements or for other capital 
investments/" This is a very important consideration behind 
the investment of savings into industrial enterprises. But 
the extent of r this privilege is limited Stock Exchanges do 
not provide facilities for withdrawing funds from the industry 
as the capital once invested cannot be withdrawn but it 
provides the necessary facility for the selling of one’s securities 
at whatever price available, and at sometime if too many people 
want to take advantage of this privilege, it shall lead to a drastic 
decline in values with a consequent loss to investors But there 
is not the least doubt that Stock Exchanges make these invest- 
ments liquid and easily disposable. This factor also adds to the 
collateral value of securities and enables its holders to obtain a 
substantial amount by way of loan from financial institutions 
on the strength of securities that are quoted on an organized 
exchange than on most other capital goods. Securities listed on 
the Stock Exchange become much more negotiable than those 
not so listed This privilege of "a continuous market also 
provides an advantage to the creditors who cannot only 
estimate the value of their collaterals on which they have 
advanced loans but can promptly, liquidate them , m times of 
emergency. Besides, a Stock Market by providing a continuous 
market leads to a continuity of prices and thus makes it 
practicable to place stop-loss order with the knowledge that 
they will he executed at or near the price where they become 
operative. 

Organised Stock Exchanges work under certain definite 
rules and regulations which minimize the danger of forged 
securities pasBmg as genuine. These regulations under which 
organized exchanges are required to woik tend to inspire 
confidence m the mmds of investors An organized exchange 
is also recognized by government, hanks, trusts, insurance 
companies and otherB mainly because of security of dealings. 
Scale of commission chargeable by broker is fixed and any 
evasion of that may lead to a fine, suspension or expulsion. 
In other words an organized exchange is instrumental in 
providing security and safety of contract^ through its collective 
regulations, facilities and discipline leading to standard 
practices and affords the necessary protection to the investors. 
Constant quotation service provided by organized security 
markets further benefits the security owners and creditors. 
Buyers and sellers and the public m general are kept informed 
of market quotation service is not so advanced as in foreign 
countries where we have mechanical devices, yet its existence 
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provides an advantage not only to the members but also to 
the general public 

It is suggested that in order to~ 'regulate the Stock 
Exchange markets properly it is necessary to have some form 
of Government control as under the present conditions specula- 
tion is ripe in the stock markets and it involves waste of the 
community’s r material resources Speculation causes wild 
fluctuations which create a sense of insecurity and precariousness 
in the genuine investor who thus holds off from industrial 
investment To get rid of this evil it is urged that the 
Government should introduce legislation to control Stock 
Exchange activities If the Stock Exchanges are regulated by 
Legislative acts investors would have more faith in the Stock 
Exchanges and their nsefulness would increase 

To eliminate or moderate the evils of the existing system 
it is suggested that 

(*) the forward dealings shonld be regulated, 

(tt) margins shonld he enforced, 

(m) the period of settlement Bhofild be shortened and 

(iv) the scale of stamp duty on transfers should he 
lowered. 

, ' Question 7 — "What are the mam components of the Indian 
money market * Indicate briefly (a) the functions they per- 
form, hnd (b) what measures are necessary to increase their 
usefulness 

Ansuer — The Money market and the banking sj stem of 
India are made up of the following constituents — ( 1 ) The 
Reserve Bank of ndia, (2) the Imperial Bank of India, (3) 
ttie Foreign Exchange Banks, (4) the Indian Joint Stock 
Banks on Western lines, (5) the Co-operative Banks and (6) the 
indigenous bankers, brokers and money-lender known by a 
variety of names such as Shroffs, Multanis, Chettis, Marwans, 
JHahajans, Sahukars, Bamas and Nanavatis The first four 
constitute the central part or the European money market , 
the last is the indigenous or the native money market . Co- 
operative Banks occupy a middle position Other smaller 
constituents of the money market are Postal Savings Banks, 
Land Mortgage Banks, Industrial Banks and indigenous credit 
agencies like Loan Offices m Bengal and Nidhis and Chit Funds 
in the Madras Presidency, In the following pages a brief 
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account will be given of the more important constituents of' the 
money market. 

* 

(1) The Reserve Bank performs both central banking and 
ordinary banking functions but the latter have been so designed 
to be performed by it as not to allow it to enter into competi- 
tion with other banks of the country. For instance, the bank 
receives deposits but free of mterest, discounts, bills of 
exchange etc., but bearing signatures of at least one of the 
scheduled banks or of a provincial co-operative bank. It grants 
credit only to various governments, states, local authorities 
and scheduled and provincial co-operative banks. Its central 
banking functions are the same as those of any other central 
bank. It has the sole monopoly of note-issue, and it is the 
sole channel for the in and outake of all currency It is a 
banker to the various governments m the country,' holds their 
balances, manages public debts, receives and pays on then- 
behalf m India and abroad. It is also a banker’s bank. Every 
scheduled bank has to maintain a fixed percentage of its 
liabilities with it The bank helpB them in times , of need. 
It guides, supervises and controls them. It also collects 
'and publishes various statistics regarding banking in this 
country. 

. (21 The Imperial Bank of India comes’ next in impor- 
tance. It acts as an agent to the Reserve Bank of India. 
Besides it undertakes all the r commeroial hiking functions 
The financing of internal trade by allowing advances against 
commodities and by purchasing demand drafts against goods 
despatched forms another important function of the Bank 
The financing of agriculturists indirectly by granting loans 
on gold ornaments has been recently taken upon by the bank. 
Caring solely for the stability and fluidity of its funds, it 
has all alone been playing the part of a premier commercial 
Bank of the country coming into contact with the Joint 
Stock Banks, Shroffs or Indigenous Bankers and the Co- 
operative Hanks. It is now also allowed to do foreign 
exchange bussiness. 

i (3) The Foreign Exchange Banks are ' the immigrant 
banks and specialise in financing sea-borne trade, both import 
and export They have of late begun to compete with 
Stock Banks both in the field of collecting deposits and m 
the making of advances. Some of them have penetrated into 
the inner parts of the country and are actively engaged in 
financing the internal trade of the country. 
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(4) The Indian Joint Stook Banks are mostly orga- 
nised as banking companies and work on conservative lines 
adhering to strict commercial banking principles and attempt 
to satisfy the needs of their clientele- without endangering 
their position of stability The mam object of these banks is 
to attract deposits of all kinds Current, Savings and Fixed. 
In the matter of advances, they discount local and inland 
bills, open cash credit accounts, and give loans against various 
kinds of securities They remit money on behalf of their 
customers from one place to another, buy and sell shares and 
other Stook Exchange securities ^for the public and do other 
agency and safe custody work 

(6) The Co-operative Credit Banks are of relatively 
recent growth and they specialise in making short term loanu 
and intermediate credit acquirements avatlable to the members 
of the societies affiliated, to them These banks were established 
primarily with a view to financing the Indian cultivator, and 
though, at the present time, a number of co-operative credit 
societies exist in the urban areas also, the Co-operative Credit 
movement is, on the whole, a rural rather than an urban 
achievement The Co-operative Banks have not as yet es- 
tablished a close contact with the money market 

(6) I-astly come the Indigenous Bankers who combine, 
trade with banking and advance lqans on immovable property 
oven. They hardly ever make it a policy to accept deposits 
because they generally view this kind of business as a source 
of weakness rather than strength They finance the agricul- 
turist, assist in the movement of crops to the consuming 
centres and to the ports, and act as distributing agencies 
for all kinds of goods . Inland exchange and Inland remittance 
form peouharly the province of the indigenous bankers. Their 
main business consists in making advances on every kinds 
of security, promissory notes, hundis, land, or jewellery and 
to deal in hundis or internal Bills of Exchange 

"These are the waters of the different or diverse streams 
of credit, each following m -its (own circumscribed channel, 
and the Imperial Banx which stands at the apex vainly 
strives to collect the waters into a mighty stream or reservior 
and distribute it adequately to fertile the’ fields ot agriculture, 
trade and mdurtry of the country” '' 

Before uhe establishment of , the Reserve Bank of India 
there was no co-ordination amongst the above units. They' 
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suffered also from the lack of leadership. Since the establish- 
ment of the Reserve Bank of India, however, these evils 
have been removed but ‘only partly We know that ihere 
are non-soheduled banks which work even now without being 
subject to any control from the Reserve Bank. Then, there 
are the loan offices, mdhis, chit funds and various other 
indigenous bankers including money-lenders which are outside 
its control. In short, we may say that the Indian money 
market consists of the modem and indigenous bankers, and 
of those modern bankers (though not all, yet those forming 
important element) are subject to the control of the Reserve 
Bank of India, however small it may be, while the indigenous 
bankers act as independent units. 

v 

Tne relations between the various units of the I ldian 
money market are much less than what are desired for To 
remove the above defects and make the money market a 
well-knit unit several suggestions have been made They 
' include the linking of the .indigenous bankers with the 
Reserve Bank, the extension of the control of the latter 
over non-scheduled banks and strengthening of the, relations 
between different constituents. 

The will of a community to save depends to a large 
extent upon the opportunities afforded to it by the existing 
credit institutions fdr safe investment. The banks m India 
have rendered a great service in creatmg and fostering the 
habit of thrift amongst the Indian people. The various 
clashes of banks now accept deposits m different forms at 
suitable rates of interest and have succeeded m drawing from 
the hoards large sums 'of money which otherwise would 
have remained idle or been spent on wasteful expenditure. 
But accepting deposits for short and long periods they give 
opportunity to depositors of all kinds for making deposits of 
their surplus funds with banks^ Some banks supply small 
beautiful safes to their clients for accumulating their savings 
and by this and other means the banks hope to inculcate the 
idea of thrift amongst the children of the soil. Consider- 
ing, however, the vastness of the country, the number of 
hanks is very small and the heeds of the people cannot be ful- 1 
filled by the existing banking institutions. 

Question 8 . — What is the position of large-scale industries 
in ©nr economy to-day® What do you think should be their 
place in the future economy of the country® 
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Answer . — The development of large-scale industries along 
modem lines has he n of recent origin m India; most of the 
industrial concerns of this type have come into existence 
during the later half of the 19th century Though India has 
had a late start m this field and she is still far behmd the 
industrially advanced countries of the world, yet in with 
respect of her total industrial production and the number of 
persons employed m such industries she ranks among the 
first six leading countries of the world An idea of her 
varied industrial activities and the extent thereof can be 
formed from the following tables — 


Large Scale Industrial Establishments m India (1937). 


> Kind of Establishment. 

Num- 

ber. 

Persons 

employed. 

"s t , 

1. Textiles 

Cotton (Spinning, Weaving and 

J 832 

; 916,575 

other factories) ' 

423 

569,025 

Jute Mills ... . . 

105 

308,715 

Silk Mills 

69. 

, 6,917 

Woollen Mills ... ... 

18 

8,075 

2. Engineering 

928 

217,’443 

Dockyards 

8 

4,328 

Electrical Engineering ... 

57 

’ 8,653 

General Engineering 

326 

44,407 

Railway Workshops 

165 

108,924 

Shipbuilding and Engineering _ 

13. 

14,755 

3. Minerals and Metals 

154 

57,433 

Foundries ... 

78 

4,527 

Iron and Steel Mills, ... 

13 

42,168 

Petroleum Refineries ... 

4 

2,479 

4. Food, Drink and Tobacco .. \ 

2,774 

240,617 

Flour Mills 

74 


Rice Mills 

1,009 

43,882 

Sugar Factories . . 

175 

79,078 

Tea Factories ... 

991 


Tobacco Factories — . . 

30 

10,984 




206 


ECONOMICS 


Kind of Establishment. 

' 

Num- 

ber. 

Person* 

employed. 

i 

6. Chemicals, Dyes, etc. ... 

• ■ a 

632 

j 65,484 

Dyeing and Bleaching ... 

• •• 

76 

9,391 

Chemicals 


28 

4,687 

Matches ... 1 


118 

16,363 

Oil Mills -.1 

»■» 

265 

16,949 

6. Paper and Printing 


489 

61,174 

Paper Mills 


12 

8,095 

Printing, Book-binding eto. 

’ Paper Pulp 

• •• 

452 

40,926 

... 


719 

7. Process relating to Wood, Stones | 
- and Glass ... ' ... 

484 

! 85,807 

Tiles and Brick Factories - 


142 

1 16,290 

Saw Mills 


50 

3,844 

Glass Factories ... 

... 

63 

7,997 

8. Processes connected with Skins and 
Hides 

73 

14,067 

Leather and Shoes 


12 

6,510 

Tanneries 

... 

39 

6,126 

9. Gins and Presses 

• •• 

2,804 

227,545 

Cotton Ginning and Baling 

• » • 

2,526 

981,898 

Jute Presses 

... 

101 

36,308 

10. Miscellaneous 

... 

252 

64,332 

Grand Total 

... 

9,422 

1,940,477 


The above table indicates the varied industrial activities 
followed in India. 

The Second Great War has given a fillip to our industrial 
development. Large Government orders coupled with growing 
civilian demand due to a stoppage or curtailment of' foreign 
imports brought about an all round prosperity in the industrial 
sector of our economy. An idea of ^ our industrial prosperity 
can be formed from the fact that whereas India was a debtor 
nation before the war she has become a creditor nation and 
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Great Britain owes us a sterling debt to the time of over 
Bs 1,000 crores New large scale industries like motor engines 
manufactures, aircraft construction,' shipbuilding and cycle 
manufacturing have come into existence. , 

In spite of all the progress India has made in the indus- 
trial field she is still largely an agricultural country and if 
the lot of the Indian people has to be improved it is necessary 
that India should be properly industrialised. India possesses 
vast resources of water power, raw material and labour 
necessary for the establishment of key industries In iron 
and steel it) is claimed that we produce the basic and foundry 
pig iron of such high quality and at such low costs that in the 
per-war period in some cases in spite of high protective duties 
we were able to compete successfully in the markets of Japan, 
the U.K., U.S.A. and Europe. The ordinary B.S S. mild steel 
was produced at no higher costs than m any other large Bteel 
producing country. The position is equally favourable with 
regard to iron and steel alloys. Yet onr total steel production 
in spite of the increased war time capacity is no more than a 
very minor fraction of the, war-time increase alone m steel 
production of US.A. Tremendons stride have to be taken as 
there are great opportunities. With the expansion of the iron 
and ( steel industry, the establishment of heavy engineering 
industries should be a concurrent step. The manufacture, of 
locomotives, automobiles, aircrafts, nitemal combustion 
engines, power and industrial machinery and machine tools 
shall lay the foundations of onr industrial progress on perma- 
nent footings. It can therefore no longer be delayed Like- 
wise is the case of heavy chemicals and it is satisfactory to 
note that significant progress has been made in this - direction 
since the outbreak of the hostilities. But much still remains 
to be achieved, for which the chances are exceptionally bright. 
Cotton Textile industry affords scope for expansion. The 
products of the Indian industry have already found a market 
for themselves in the neighbouring countries. India has made 
such rapid strides in sugar production that she became-an 
exporting country for sugar. 

Question 9 . — Write short notes on any four of the 
^ following . — 

(a) The Gold Exchange Standard, 

(b) Imperial Preference; 

(c) The International Monetary Pund, 

(d) The Balance of Payments, 

(e) Industrial Fluctuations. 
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Answer . — 

(a) The Gold Exchange Standard . — See answer to 
Question No. 3 (3) Economics 1937. 

(b) Imperial Preference —Under the Imperial Preference 

scheme the goods of the countries forming the union 
are given more favourable treatment through 
tariffs That is the tariff duties upon the goods of 
the member countries are to be assessed at a lower 
rate than goods from countries outside the umon 
Imports from foreign countries are taxed by all 
members of the union at 5 a uniform rate. It is not 
necessary that there should be free trade between 
the members of the union. Duties may be imposed 
on goods -imported from member countries but the ' 
chief feature of Imperial Preference is>the taxation 
of .goods ot the member countriesat lower rates than 
foreign imports. , / 


(c) International Monetary Fund . — See answer to 

Question No. 9 (a) Economics 1945. - ' 

(d) The Balance of Payments . — The balance of exports 

and imports of merchandise Malone in modern tiihes does not 
const itute the true balance of accounts. -There are other items 
of credit and debit, which together constitute the true balance 
of accounts, and these show whether a country is ta debtor or 
a creditor country. They are called the [invisible imports and 
invisible exports Let us examine the Imam items of India’s 
credit and debit 1 ' 


Credit Side 

1. Value of exports of merchn- 
dise (including treasures) . 

2. Imports of capital mto 

India by way of commercial 
investments. • ' 

3. Government borrowing 
aoroad 

4. Private remittance by 
foreigners in India for 
meeting the expenses of 
foreign tourists. 


Debit Side 

1. Value of imports of mer- 
chandise. 

2. Interest of foreign capital 
invested. 


3 Ereight ohanges paid for 
the servioes of foreign ships. 

4. Commission and premiums 
paid to foreign banks and 
insurance companies. 
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Crecht Side 

6. Private charitable endow-' 
ments by missionaries and 
others 

6 Proceeds of the sale of 
Sterling bills for meeting 
the expenses of the beo- 
' rotary of State for India. 


Debit Side 

5 - Government* [borrowings 
abroad. 

8 Private remittances by 
Indians for meeting the 
expenses of travellers and 
students studying abroad. 

7. Sterling bills despatched to 
the Secretary of State for 

i meeting- the expenses in- 
curred on behalf of India 
and Home Charges'. 

8. Pensions, furlough, store 
purchase, eto. 



ECONOMICS, 

1948 

Question ,2. ; — Howls the value, of .Money determined * 

Answer . — See answer to Question No. 1, Economics, 1943. 

Question 2.— What are the conditions under which a 
boom is'ioftowed by a depression « 

Answer . — See answer to Question No. 1, Economics, 1937. 

Question 3 . — Discuss briefly the position of the rupee since \ 
1939. ty the present time. 

Answer . — During the decade before outbreak of tbe 
present war the Government found it difficult to maintain the 
rupee-sterling rate at la. 6 d. It was accomplished partly by 
contraction of currency and partly on account of the export 
of gold after 1931. The chief cause of the difficulty was 
the serious falling off in our exports surplus during .the period 
of acute agricultural depression. With the outbreak of the 
World War II our export surplus revived on account of consider- 
able export of raw materials from India purchased on behalf 
of the British Government. Indian exports of merchandise to 
foreign countries (mainly the United Kingdom and the British 
Empire) increased from Rs. 163 crores in 1 938-39 to Rs. 203 
crores in 1939-40, an increase of about Rs. 40 crores during 
the first year. The imports into the country, on the other 
hand, were kept down by means of import restrictions from 
May 1940 onwards. The favourable balance of trade in 
merchandise was only Rs 17 3 crores for the pre-war year 
1938-39 and Rs. 48 8 crores for 1939-40, Rs 41.9 crores for 1940- 
41, Rs. 79.9 crores for 1941-42 and Rs. 84 61 croreB for 1942-43, 
Rs. 90.9 crores for 1943-44 and Rs. 26 1 crores for 1944-45. 
This surplus export balance enabled the Reserve Bank to 
buy sterling in large amount and there was no difficulty in 
maintaining the rate at the statutory level of Is. 6 d. Below 
are given sterling purchases by the Reserve Bank along with 
the annual average rate at which purchases were made — 
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Year. 

,iNet Purchases 
£ millions 

Average rate of 
Purchased 

1931-32 

25 46 

15 15/16 

1939-40 

52.59 

1.5 63/64 

1940-41 

57.08- 

1.6 

1941-42 - 

1 73 31 

1 6 

1942-43 

91 67 

1.6 

1943-44 

105.31 

1.6 

1944-45 

_! 

91.80 

1.6 


It may be ' added that some .trouble was, however, felt 
in March, 1941, when owing to continued difficulty in securing 
shipping space there was a scarcity of export bills, and the 
exchange weakened but the Reserve^ Bank was able to meet 
the situation by offering to sell Reserve Bank Council Bills 
at b, r S' 1 mi ; 

.jWlnle the rupee ‘remained firm in relatin : to ' sterling' it 
.depreciated in terms of dollar , yen and the, continental currencies 
following ; the •slump.in t/ik.ppuppl When Lthe 'sterling ‘pound 
was pegged to dollar at 4 02 ,,the ,‘rupee . dollar exchange also 
, became steady at -about, Rs. 332 per 100 dpUars. ' " ’’ 

' ■ ’ an us, exterpally the rupee has reniaine’d stable at la. '6d. 

But xnt'ernally its value depreciate d ' Sue ( to liicrease ifa note' ’of 
Reserve Bank in active circulation in India. On the 19th of 
October, 1945, this figure, stood at .1159 85 orores and on 11th 
September, 1948, Rs 1217 2^ ^ororet - (including those in cir- 
culation jn Pakistan) . 

Side by side with this expansion of ourrency , there was 
an enormbiis increase in the general pric'ellevel as shown by 
the table given below. — ’ "> 
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INDEX- NUMBER OF WHOLESALE PRICES IN INDIA 

' 1 * ' i 

(Week Ehding 10th August, 1939 = 100). 


J ' , 

Year , 

i 

/ > 

Agricultural 
■ Commodities’ 

Raw 

Materials. 

) 

Manufac- 

tures. 

1 

General 
' Index. 

1939-40 

1 

127 
v * 

119 

J31 , 

126 

v f 

• 1940-41 

109 

121 

120 

115 

1941-42 

1.24 

147 

J54 

137 

1942-43 

156 

t J 

' 166 

S190 

171 

1943-44 

..269 . 

185 _ 

. 252 ^ 

... , ,.237_, 

- 1944-45 - 

-' 265 . - 

206, r 

, . * 258 { 

o 244 

1 1 '' i 

194*1-16 

» , *i 

, 273 . - 

210 " 

‘i 240 ' 

l f J 

' , 245. 

. j ’i 

4 ’ 

* 

. ■ - 

. f . * 



In the case of certain i individual commodifies 'the rise 
may he attributed to scarcity of supply or ,to speculative 
influences for instance the acute' shortage 1 'If food-sfuffs and 
the rise, in food J prices could be '^partially" due to cessation 
of imports of rice from Burma" ahd : exports of certain 'food- 
stuffs combined .with hoarding “ and transport difficulties in 
the country. 1 But it cannot be ignored that the general 
increase in. .prices is closely related with the expansion of 
currency. The following indices indicates , this ( close 
association. , , , , . ’ . > 


July 1930=100. 


Notes in 

1940 

1942 

1943 

1944 J 

1945 

1946 

Circulation . 
"Wholesale 

132 

• 204' 

. 366 

605 

, 613 

705 

Prices 

125 

154 

258 

299 

301" 

295 


It must be now ^clear that internally 'the rupee has 
depreciated very much. 
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Question 4 — Examine the relations of the Reserve Bank 
of India with the Indian Money Market 

Answer —See answer to Question No 5/ Economics, 

1940 

Question 5 —What are forward transactions on a stock 
exchange* Would you regulate them* Give reasons 

Answer . — S fee Answer to Question No 7, Economics, 

1938. 


It must be admitted • that though the advantages of 
forward trading cannot he overlooked sufficiently strong — 
measures are necessary to keep speculation within limits and 
not allow it to degenerate into a gambling in differences 
Such a regulation help infuse confidence among investors 
as prevention of wild speculation and gambling on the Stock 
Exchange will bring about healthier markets and avert 
frequent and wide fluctuation m values which invari- 
ably prove to be sources of anxiety to --genuine investors. 
Admittedly, in the initial stages attack on unhealthy 
speculation might produce adverse reactions m values but 
such movements would prove to "Be a temporary phu.i 
It is, however, felt that no restriction should be placed on 
budle nor should speculation be banned To talk of abolishing 
speculation by legislation forward trading in shaies is-, to 
cry for the moon _ That will not be possible so long as 
private enterprise is allowed to function as at present and 
, so long as the moral tone of the public continues to be what 
it is As the Morrison Committee has rightly , pointed out 
the aun of Government should be to check speculation and 
not try to stop it “ which will be impossible ” -If the 
Government accepts this view it should not talk m terms of 
abolition of .forward trading but only of regulation thereof 
A reasonable measure of healthy speculation has many advan- 
tages to investors If no scope is provided for healthy forward 
trading m shares the sbope for free marketability of one’s 
holding will be 'injurious' to the interest of investors 
themselves, / 

The magnitude of the task cannot be under-rated But 
it is quite possible to succeed if we decide upon a system of 
compulsory margins both on all' sales and purchases and also 
abolish blank transfers entirely If both these measures are to 
prove a success, they require, as a necessary corollary the 
removal of distinction between cash and forward scrips, as 
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prevailing on some Stock Exchanges, Bombay particularly, and 
the establishment of a Clearing House to each Stock House. 

Question 6 —Discuss the effects of World War II on 
Indian Trade. J 

\ 

Answer — See Answer to Question No. 4, Economics, 

1947. 


Question 7 . — Suggest measures to increase the industrial 
production of India. 

Answer — Although' India has been ranked as one of 
the eight industrial countries m the world by reason of the 
size of industrial raw materials it consumes and the baBio 
commodities it manufactures, the country is certainly back- 
ward when compared with other highly industrialised countries 
x like the USA, the U.K or Canada This is evident, to 
some extent, from a comparison of the pre-war per capita 
income from industries m these countries While it has been 
as low as Rs. 8 m the case of India, the per capita income 
from industries 13 Rs 412 in <the U.K , Rs. 470 in Canada 
and Rs 72 1 in the U.S A. 

Besides being thus industrially backward, India is also 
under-developed. The tact that the country is predominantly 
agricultural, with 67 2 per cent, of it9 people subsisting on 
land, and the fact that the bulk of the country’s export 
consists of agricultural commodities and other raw materials 
are a proof that the country has not reached a stage where 
it can' be m a position to ( utilise its' eoonomic resources by 
its -own industries. There is a big gap between what the 

teountry is now producing and its capacity to produce. 

* " 

In addition to being industrially both undeveloped and 
under-developed, India has been witnessing m recent years 
a gradual deterioration in its industrial production This 
is indicated by the index number of industrial production 
The index number, with 100 for 1938-39 as base, 1 which 
recorded a rise of 19 1 to 119 1 during the war period, 
dropped to 109 l m 1945-46 to the followed by a further 
drop to 98 7 in the year 1946-47 This decline has been 
'duo to unsettled labour conditions, civil disturbances, 
transport bottlenecks,' shorcages of taw materials, and la<5k of 
plant and machinery for replacing worn out units and for 
expanding 'existing Ones, ’let alone for starting hew units. To 
a major extent, lack of technical assistance has also been 
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responsible for restricting expansion of industrial activity 
over a large field in the country. ' ' ’ 

It is therefore necessary that the country ' should engage 
seriously with the work of devising ways and meins not 'oiily 
of arresting the setback in the existing industrial units as 
noted above but also of exploring possibilities of expanding 
the scope of industrialization The following are afew'of- 
the steps adoption of which can accelerate industrial develop- 
ment . 

(1) Protection as a means of industital development — One 
.of the common means adopted for the development of indus- 
tries is the protective tariff, » e , imposing import duties on 
foreign goods for a definite period, ensuring the home 
industries freedom from foreign competition for that period 
and attracting 'indigenous enterprise into industrial field. 
America and England developed their industries under the 
shelter of high tariff walls Protection is an aocepted method 
to bring about an industrial development. 

(2) Scientific Management. — But protection alone cannot 
build solid industrial foundation in India The industrialist* 
themselves must exert and adopt scientific management. Its 
principles should be applied to the location and organisation 
of factories and offices to the selactiqn, training and organisa- 
tion of the personnel, to the utilization of best possible 
methods and equipment so as to achieve the maximum 
possible efficiency of every part of the industrial machine (it 
the lowest dost possible. 

(31 Rationalisation — The term ration alizaiioii is generally 
applied to the re-organisation of industry. It involves , 
amalgamation and modernisation with the object of adopting 
the most economical and efficient mothods of production and 
eliminating waste of every kind particularly waste of material, 
waste of labour and waste of mechanical power. 

(4) Industrial Planning — We require 'purposeful planning - 
of the entire industrial field Our natural resources are vast 
and potentialities great but economically- we are at the bottom 
of the world. Only a revolutionary economic policy and a 
radical re organisation of industry can bring out what India is 
capable of. 

, Planned economy has befen defined as a 'scheme of econo- 
mic organisation m which individual and separate plants. 
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enterprises anti industries are treated as co-ordinate units of one 
x single system for the purpose of utilizing all available resources 
to achieve thq niaximum satisfaction of the people’s needs 
within a given time. What scientific management does for a 
particular unit of industry and rationalization for all the units 
in the industry, industrial platining should do for all the 
Industries put together. 

Some other Handicaps . — The chief impediments to indus- 
trial progress may be listed under six heads — raw materials, 
trasport, inadequacy of capital and credit facilities, lack of 
enterprise and 'industrial experience, inadequate knowledge! of 
our resources, lack of orgamsed cooperative effort, the absence * 
of driving and directing force from the State, and last but not 
the least industrial unrest. 

We must carefully study all these problems and then 
handle them boldly. We should turn to the improvement of all 
the maim requisites of industrial development viz. men, money, 
material, market, motive power etc. Out of our human material 
we must produce, through scientific training and technical and 
general education, captains of industry, efficient managers and 
highly skilled, healthy, resourceful, intelligent and responsible 
workers Capital resources of the country must be effectively 
mobilized by means of an efficient system of banking The 
quality and quantity of our raw materials must be improved 
through .the development of agriculture on modern scientific 
lines. Our markets must be reserved for our own goods and 
marketing organization must be improved and made more 
efficient. Further, the hydro-electric resources of the country 
' should be fully tapped so that energy at cheap rates is mad© 
t available to our , industries Improvement of the means of 
communication and transportation, sympathetic stores purchase 
and railway rates policy, provision , of industrial education 
and research, collection and dissemination of industrial intelli- 
gence and suitable machinery for exploring industrial possi- 
bilities and doing the necessary preliminary prospecting work, 
are some of the other essentials which need careful attention 

Question 8. — Are you in favour of nationalization of 
large scale industries m India ? Give reasons for your answer. 

Antioer — Mr. Emanuel Shinwell, War Minister and 
Chairman of the Labour Party National Executive in 
England has recently become a sharp critic of the policy 
of nationalization ot industries adopted by the British 
Government. It doeB not mean that -his enthusiasm for 
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nationalization has "waned or he wants to go back to private 
enterprise. He has been complaining that the 1 Labour Party 
had the nationalization of all the key industries as the 
principal plan of its economic programme for 'the past 
many decades and yet it had not prepared a detailed 
plan and consequently, "when some industries like coal and 
transport were nationalized many difficulties had to ' be 
faced He has further emphasized that mere nationalization 
without active partnership of the workers in the management 
does not amount to Socialization Both these criticisms de- 
serve to be seriously considered in this country by the advo- 
cates of nationalization. It is hastily assumed that all that is 
needed for nationalization is to make the management of 
industry a Government agency Private enterprise is 
guided ard controlled by the motive for proht It is narrow 
test and is often detrimental ,to wider public interest. 
But it is an effective check against waste and inefficiency. 
The private capitalist has to make the heat possible use of hn 
capital equipments and labour in order to make profits and 
if he does not do so, he has to pay a high penalty. But in a 
nationalized industry these checks and sanotions do not hold 
good The managing staff are not judged by results and have 
to be afraid only of infringement of rules and orders Overhead 
charges continue to increase disproportionately and labour 
expects more from a nationalized, concern than from a private 
establishment If the latter becomes unprofitable, the owner 
may close down and the workers may be thrown out of 
employment. In a State enterprise, however, deficits are 
not expected to have the same serious consequences and it is 
assumed that money will come from the public exchequer 

, It is obvious that without' a radical change, in outlook 
on e part of workers and the Government nationalization 
may become a source of weakness rather than of strength. 

c endency to treat national industry as if they are mere 
administrative departments must be resisted at all cost 
e 'management of national industry must be judged by 
results and the inefficient and the incompetent should not be 
pro ecled by service rules and guarantees of seeunty The 

workers also should realize that their wages will depend upon 
ne production of commodities and supply of services at a 
reasonable cost to the consumer As far as possible, piece 
work should be introduced and where it is not practicable 
the workers m nationalised industry should be provided 
with the same inducements as in private enterprise such as 
the offer of bonus for efficiency and high productivity.? 
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It is; desirable that maximum facilities should be given 
to the workers to participate in the evolution of policy and 
in the conduct of administration of high nationalized industry. 
This will not however lead to muoh useful result unless the 
workers have a higher standard of general education and can 
understand the economical, financial and technical problems,, 
of the industry. Any programme of large-scale nationalization 
depending upon illiterate and unskilled workers is bound to be 
a disastrous failure. It is, therefore, essential that national- 
ization of industry should be undertaken after careful prepara- 
tion and after securing workers of higher qualities than are 
to be found m private industry. The hesitation of the British 
Labour Party to implement their policy of nationalization of / 
steel industry is due to these conditions. The British steel 
industry is at present highly organised and is producing steel 
at the annual rate of 16 million tons. There is some fear 
that hasty nationalization may result in decreased production. 
The Governments m India are much less competent than the 
British Government to run nationalized industry. It is, 
therefore, suggested that the former should try to concentrate 
on a small and well-defined sector of industry for nationa- 
lization to start with so that whpi they have mastered the 
technique and evolved the new tests, technique, sanctions and 
inducements for running nationalised industry efficiently 
and economically, they may proceed to a progressive enlarge- 
ment of this sector 

Question 9 Write short notes on any four bf the 

following- — 

(a) International Trade Organisation. , 

. ' (6) World Bank, (c) Nationalization of the Deserve 

y Bank of India. 

(d) Deflation, (e) r Exchange Control. 

Answer (a) International Triads Organization 7— No world 
monetary mechanism can work satisfactorily unless trading 
conditions are satisfactory With the help ,of the I.M F. 
(International Monetary Fund), temporary disequilibria m a 
country’s balance of payments may be removed. But there 
may be fundamental causes of disequilibrium in operation, 
which may produce chrome instability and depression, leading 
to a fundamental derangement of a country’s economy and 
flmht of capital. The International Monetary Fund cannot 
deal with deep-seated maladies of national economies They 
have their roots in work and trade, and must be the concern 
of a special organisation, the I.T.O. 
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The I.T.O -will have general supervision and control in 
all trade matters It will also collect, analyse and publish 
information relating to the whole field of world trade. Its 
principal organs will be a conference of all members once a year, 
an Executive Board, consisting of 18 member countries, with 
the leadmg countries as permanent members , a commercial 
policy commission, a commission on business practices, a 
commodity commission and a secretariat When this orgamsa'- 
tion has been brought into being, and begins to function, the 
control of world trade will be virtually exercised by a few 
leading countries But the I T 0 will find the greatest 
difficulty in harmonising the conflicting claims, policies and 
demands of member countries 

(b) , World Bank . — At the Bretton Woods Conference it 
was deoided to set up the International Bank for Reconstruc- 
tion and Development in addition to the International Mone- 
tary Fund. 

The primary purpose of the Bank is, as its full title 
indicates, t to assist in the reconstruction' and development of 
member countries, and this objective is to be achieved “by 
facilitating the investment of capital for productive purposes”. 
It is intended to serve as an essential adjunct to the Monetary 
Fund, and in particular to ensure a high and stable level of 
international investment with a view to promoting the mainte- 
nance of a high level of international trade and thus of produc- 
tion and employment. ' 

The Bank ls designed, in the first instance, to promote 
foreign investment by guaranteeing m whole dr in part loans 
made by private investors through the usual investment 
channels It is only when suoh guaranteed loans are for one 
reason or another not available on reasonable terms or 'in 
adequate amounts, that the Bank will,really be called upon to 
supplement private investment by making loans or participa- 
ting in loans and other investments for productive purposes out 
of its own paid-up capital and general reserves or out of funds 
raised or borrowed by it - 

(c) Nationalization of the Reiern> Bank —The question 
whether the Central Banking institution should be state-owned 
or be a shareholders’ bank completely free from political 
influence is an old one The pros and cons of both the systems 
were thoroughly thrashed out during the years 1927-1934 and 
it was finally deoided that the Beserve Bank of- India as it is 
constituted at present was preferable to a State-owned Central 
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Bank. Much, has happened since then. It has now come to 
hre realised (and this change in opinion has come with the 
change m the Government) that the Centra] Bank of a country 
can never he entrusted to private enterprise with the pivotal 
position that it occupies in the economic system of the country. 
There are, indeed, very few Central Banks which are not 
being directly controlled by the Government. Even the Bank 
of England and the Bank of France which had long traditions 
of independent existence have been completely nationalised. 
The United States Federal Reserve Board, the supreme finan- 
cial institution in the country is nominated by the Government 
and is a part of the Government’s administrative machinery. 
The nationalization of the Reserve Bank is m full conformity 
with the trend of paktical and economic thought all over the 
world. By virtue of the functions it performs and the powers 
it exercises, the Central Bank of a country must be an integral 
part of the machinery of the state through which the Btate can 
implement its plan of economic development The Central 
Bank as a private institution can only exist in a country which 
still professes faith m the laissezfaire philosophy. But those 
countries which seek"to develop their resources on a planned 
basis cannot permit the Central Banks to follow an independent 
policy dictated by the financial oligarchy which controls it 
The Reserve Bank of India ought, therefore, to be a public 
corporation, publicly owned and controlled by the state. But a 
public corporation ought to be free from the day-to-day control 
or interference from Parliament or the Finance Department. 
It is essential that the directors of the bank should be men of 
wide financial and administrative experience, and of unimpeach- 
able integrity Everything depends upon the persons chosen 
to run the bank We can ensure the success of the Central 
Bank by budding up the right traditions rather than by statu- 1 
toiy provision The directors ought to be as widely represent- 
ative of the various economic interests m the country as 
possible 

(d) Deflation — See answer to Question No 9 (c). Econo- 
mics, 1946. 

(e) Exchange Control — See answer to Question No. 9 (h). 
Economics, ]942. 
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Question l. — Wmeent aud Leopold are m Partnership as 
Pipe Manufacturers, the former taking 2/3rds and the lattdr 
l/3rd of Profits. They also rent and work a retail shop. The 
shop manager sends in w'eekly returns of all transactions, and 
these are duly incorporated in the books of the Head Office. 
Prepare Trading Account showing the working results of th!e 
Shop , also Trading, Profit and Loss Accounts and Balance 
Sheet fof the year ended' 28th February, 1944 ■ Stocks at 
Factoy Rs 3, 105, at Shop Rs,- 470. The goods supplied by 
the Factory to the ohop" were priced out at Rg. 4, 199 codt 
price The Adjustments- to be effeoted are (a) Interest on 
Capital at 6%, (b) Reserve for Rent ‘Rates eto' Account 
(Factory) for Rent accrued due' 28th February, 1944, Rs. 78;; 
(shop) for Rent accrued due for 2 months on the basis of the 
Annual Rent of Rs 360 ", (o) Legal fees payable Rs, 36 ; (d) 
Manager is entitled to commission a$ 2% on the Groos Profit 
realised by the Shop, (e) Plant and-Maohinery to-be depreciated 
at 10% and Fixtures and Fittings at 5% ; (f) Provision for Bail 
and Doubtful Debts at 2J%. 
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Question 2 t 

Janmohmed was the holder of 20 shares of its. lb each m the Khoja Kolsa Mme Co , Ltd., 
upon which Rs 6 per share had been called up , but he had only paid Re 1 per share as Application 
deposit thereon The Company forfeited the shares and afterwards sold them to Dostmohmed oredited 
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Since the shares have been re-issued, the Share Capital will appear m the Balance Sheet at the 
called up figure The credit balance of Forfeited Shares Account Rs. 10 will appear as a separate, item 
on the Liabilities Side It is not advisible to transfer this amount to P. & L. Account, although a 
Company may do so unless forbidden by its Articles. 



Question 3 — 

A Company having a Share Capital of Rs. 5,00,000 divided into 500 shares of Rs. 1,000 each, 
V live are quoted m the Share Bazar at'Rs. 2,700 each, distributes a bonus out of Reserve Fund "at the 
i of 60 per cent, of the Origmal Capital by issuing to the holder of every share a Coupon for Rs. "250 
uilly paid share) in full settlement of the Bonus. Pass the necessary entries. 
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an amounts of Ra 500 each as guarantee to cover any loss that he may sustain on realising these 
Assets. A and C aro paid out on B’s bringing in the necessary cash. 

Show necessary Ledger Aocounts on closing the books of the Partnership and - also show the 
Balanco Sheet of B. 
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B’s CAPITAL ACCOUNT 
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Total Es ... 9.720 Total R s . 
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STATEMENT OP PROFIT AND LOSS 
For the year ended 30th June, 1943. 
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STATEMENT OF AFFAIRS ’ 
As at 30th June, 1943. 
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Question 6 .. 


The Trial Balance of the Allies Banking Corporation, 
Limited, as on Slst December, 1913, stood as follows : — 


Rs 

Paid uj> Capital 10,00,000 

Local Bills Discounted 0,00,000 

Reserve Fund 3,85,000 

Cash Credits & Overdraft 14,00,000 

Unclaimed Dividends 5,000 

Loons 23,00,000 

Current & Savings Depo- 
sits 26,00,000 

Furniture 20,000 


Fixed Deposits 

Rs. 

20,00,000 

Profit & Loss Aocount 
Credit Balance 

1,10,000 

Stamps & Stationery 

5,000 

Cssh-in-hand , \ 

2,50,000 

Cosh at Banks 

0,50,000 

Investments (at Cost) 

4,75,000 


Out of the total debts, debts for Bs 2,86,000 were consi- 
dered doubtful and the balance was considered good. Out of the 
debts considered good, debts amounting to Bs. 24,00,000 were 
fully secured and for debts amounting to Bs. 4.00,000 
(including Bs. 1,16,000 due by a Director) the Bank held 
personal securities of one or more persons over and above the 
personal securities of the Debtors, and for the balance the 
Bank held no other security than the personal security of the 
Debtors 


The Directors require the Bank’s Investments to be 
shown in the Balance Sheet at Market Value on 31st Decem- 
ber, 1943, which is Bs. 6,26,000. 

Prepare the Balance Sheet of the Bank as on 31st 
December, 1943, in the proper form. 



Answer:— THE ALLIES BANKING CORPORATION LIMITED 

BALANCE SHEET 
As at 31st December, 1943 
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Question 7 : — 

l 

Mr Broke filed his petition on [31st December, 1943, and 
hie 1 statement of Affairs was composed of the following* 


figures: — 

Rs. 

Creditors unsecured 76,000 

Creditors partly secured by lien on Shares 40,000 

Creditors fully secured by lien on Stock 100 

Mortgage on Mills 10,000 

Creditors payable in full (Preferential) 3,000 

Liability on Bills Receivable Discounted (Estimated 
to rank Rs. 3,600) 7,000 

Book Debts, good 20,000 

Book Debts Doubtful and Bad (estimated to 
produce Rs. 2,000) 10,000 

Consignments, good 5,000 

Stock (estimated to realise Rs. 40,000 ' 60,000 

Shares (cost and estimated to realise) 16,000 

Cash at Bankers 

Bills of Exchange 1,400 

Mill of the Value of 11,000 

Machinery (estimated to realise Rs. 12,000) 16,000 

Fixtures (estimated to realise Rs. 1,600) 3,000 

Cottages (estimated to realise Rs. 3,000) 3,600 


On 1st January, 1938, he had a Capital of Rs. 60,000. • 
Profits of Rs. 20,500 were altogether made up to 3lst 
December, 1943, after allowing Interest on Capital Rs. 10,000. 
and total withdrawals amounted to Rs. 63,600. 

Prepare the statement of Affairs and Deficiency Account. 
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1,00,100 
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PROFIT & LOSS APPROPRIATION ACCOUNT. 



10,37,200 






A. B. Co , Ltd. 
BALANCE SHEET. 

As at 30th September, 1943 
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Question 2 — The Air Associates Limited re-build and 
re-equip part of their works at a cost of Rs. 50,000. The part 
of the old works thus superseded cost Rs. 30,000. The capa- 
city of the new works is double than that of the old. Rs. 2,000 
js realised by the sale of old materials, and] old materials 
valued at Rs. 1,000 are used in the reconstruction and 
included in the cost of Rs. 50,000 above mentioned. The 
cost [of Labour and Materials is 10 per (cent, higher now 
than when the old works were built I 

Give the Journal Entries for recording the above 
transactions in the books of the Company, showing parti- 
cularly what amount jyou consider should be charged the 
Capital Expenditure. 

Answer : — 

JOURNAL ENTRIES 


Works Account 

Replacement Account 

To Bank 

(Being the apportionment of the 
expenditure of Rs 49,000 of 
which Rs. 33,000 is charged to 
Replacement Account, as the 
samo represents the present 
cost of replacing old works 
which originally cost 

Rs. 30,000). 

Dr. 

I 

Rs. 

16,00 

33,00 

As 

,40,000 

Bank 

To Rcplacemen Account 
(Being thelamount realised on 
tho sale of old materials). 

Dr. 

1 

2,000 

2,00" 

- 

Works Aceoun^ 
v r To Replacement Account 
(Being tho value of old materials 
utilised m reconstruction). 

Dr. 

1 

1,000 

1 60 





HIGHEB ACCOUNTANCY 


249 


As a result of the above entries, Rs 17,000 of the cost 
of reconstruction is capitalised, bringing the total amount 
standing to the debit of Works Account to Rs. 47,000 The 
Replacement Account will be further credited with any 
Depreciation Fund standing m the books ui respect of the old 
works and the balance then standing on that Account will be 
transferred to Reserve Account Thus only the cost of exten- 
sion has been charged to Capital, the extra ' cost of replacement 
due to rise m labour and materials bemg charged to Revenue. 

As capacity of the new works has been increased doubly, it 
will not be unsound or unwise to charge to capital a further 
amount so as to bring up the Works Account to double the value 
of the old works, although the former method ib safer and more 
conservative. 

Question 3 .— While closmg the books of a bank on 31st 
December, 1943, you find in the Loan Ledger an unsecured 
balance of Rs. 2,00,000 in the account of a Sattawalla whose 
financial condition is reported to you as doubtful and bad. 
Interest on the same acoount amounted to Rs. 20,000 dnnng 
the year./ How would you deal with this item of interest m 
1943 Accounts * 

During the year 1944, the Bank accepts 12 'annas m the 
rupee on account of the total debt to 31st December, 


, Prepare the necessary accounts “showing the ultimate 
effect of the transaction m the 1944 books of Accounts 
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Answer;— 

LOANS LEDGER 


Mr. Sattawalla’s Account. 


31-12-43 To Balance 

Rs. 

2,00,000 

31-12-43 By balance 

Rs., 

„ Interest 

c/d. 

'2*20,000 

suspense 



2,20,000 

A/c 

20,000 



2,20,000 

31-12-44 By "Cash ^ 

1.65,000 

31-12-43 To Balance 

2,20,000 

„ Interest 
suspense 
A/o 

5,000 

2.20,000 

„ Bad Debts 
A/c' 

50,000 

2,20,000 


INTEREST SUSPENSE ACCOUNT. 


31-12-43 To Balance 
i c/d 

Rs. 

20,000 

31-12-43 By Mr. 

Sattawalla's 

A/c 

Rs. 

20,000 

31-12-44 To Mr. 

Sattawalla’s 

A/c 



31-12-43 By balance 
b/d. 

20,000 

To Interest 
A/o 

15,000 




20,00 ) 


20,000 


Question 4 — X, Y, and Z, carried on business in partner- 
ship, profits being divisible to X i, to Y 1/3; and to Z 1/6. 

The balance Sheet on 31st December, J1944, showed their 
'capitals to be • — *> 

X- Rs. 10,400, Y: Rs. 5,000, Z: Rs. 3,000. 

On 28th February, 1045, X died and you are instructed 
to prepare an account for presentation to his executors having 
regard to the following facts:— 
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(1) The firm had insured the partners’ lives severally, X 

for Rs, 9,000, Y for Rs 4,800 and Z for. Rs. 2,400. 
The premiums have been charged to Profit and Loss 
Account and the surrender value on 28th February, 
1945, amounted in each case to one-fourth of the sum 
assured ’ , 

(2) Capital carried Interest at 5% per annum. 

(3) X’s Drawings from 1st January, 1945, to the date of 
his death amounted to Rs 1,200. 

(4) X's share of profits for the portion of the current 
financial year for which he lived was to be taken at 
the sum calculated on the average of the last 3 
completed years and goodwill was to be raised on 
the basis of 2 years’ purchase of the Average Profit 
of those 3 years 

The annual profits were Rs 9,200, Rs. 7,400 and Rs. 8,600 
respectively. 

Prepare the Account of the Executors of X (Deceased)' 

Answer 


THE EXECUTORS OF X (DECEASED). 


To Drawings^ 
„ Aooount 
Balance 

! Rs. 

By Capital Account 

Rs. 

1,200-0-0 

Balance transferred 

10,400-0-0 

O/d. 

23,786-10-8 

” Interest on Capital 

86-10-0 



” Profits for 2 months 




£ Share 

” Goodwill- A/c — J Share 

” Policy Aooount— J Share 

” & Share m Surrender 

700-0-0 

8,400-0-0 

4,600-0-0 

■ 

24,986-10-8 

Value of other policies 

' ' ‘ r 

\ 

p 

900-0-0 

24,986-10-8 


By Balance bid. 

23,786-10-8 



252 


HIGHER ACCOUNTAEOT 






Qn ^ l{07l V % &Te Revenue Account and Balance Sheet of the Sire Foe Insurant Go., Ltd., on 81»t 
December, 1944, from the following * “ -r. 
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The Fire Foe Insurance Co., Ltd. 
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BALANCE SHEET 
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6 , 35,000 
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Question 6 . — The Directors of Textiles Limited deoided to 
replace entirely their plant which is now out of date. Having 
advertised for tenders for the new machinery they require, they 
accept that sent in by Modem Machineries Limited amount- 
ing to Rs. 6,19,600. . 

The old machinery and plant account stood in the books 
of the Company at Rs. 3,78,000. There was also a Deprecia- 
tion Fund in the books, the accumulated credit balance of 
which amounted to Rs. 73,500. Some of the materials com- 
posing the old machinery were found to be in good condition, 
and the Modern Machineries Limited agreed to take over 
shafting, etc. valued at Rs. 38,500 for ubc again : whilst the 
remainder was put up for auction and realised Rs. 84,000 
(net). 


Make the entries necessary to record these transactions 
in the books of the Textiles Limited and state how you would 
deal with the balance of the '-Old Machinery and Plant 
Account.” 
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Answer • — ■' • 

The Textile Company.' 

JOURNAL ENTRIES 



L.P 

Rs. 

. Rs. 

New Machinery Account Dr 

To Messrs Modem Machineries, 
Ltd 

(Being the amount payable to 
Modern Machineries Limited, 
for constructing new Machi- 
nery, after deducting the 
value of old materials sold to 
them) 

/ 

5,81,000 

l 

, 

5,81,000 

New Machinery Account * 1 Dr. 
To Old Machinery Account '+■ 
(Being value of old parts of 
Machinery taken m use for 
new Machinery) — - ~ 

e 

38,500' 

38,50*0 

\ 

Bank Dr, 

To Old Machinery Account 
(Being Gash realised by sale of Old 
Machinery) 


84,000 

84,000 

Depreciation Fund Account Dr 
To Old Machinery Account 
(Being accumulated depreciation 
fund transferred to the latter 
Account). 

• < 


73,500 

i i 

73,600 


The balance of Rs 1,82,000 on the old Machinery Account 
represents loss, and it is desirable to write it off m the current 
year if profit permits It being an extraordinary loss, it 
would not be unsound if the same is spread over two or three 
years, so as not to burden any particular year with the extra- 
ordinary heavy amount 

Note — It is presumed that the Depreciation Fund 
Account standing in the books was created solely for the 
purpose of Machinery and Plant and not for any other asset 
If it is not so, then only a proportionate amount of the 
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Depreciation Fund Account representing the total amount 
of Depreciation reserved for in respect of Plant and Machinery 
■will be credited to Old Machinery Account. 

Question 7 . — The Perfect Preserves Limited sends out its 
Refrigerators to dealers on ' Sale or Return.” All such tran- 
sactions are, however, treated like actual sales and are passed 
through the SaleB Book. Just before the end of the financial 
year, 2 Refrigerators which had cost Rs. 5,000 each, have 
been sent on "Sale or Return” and have been debited to 
customers at Rs. 7,500 each. How would you adjust these 
transactions for the purpose of the Company’s Profit and 
Loss Account and Balance Sheet. 

Answer . — 


The following entry wonld be necessary to adjust the 
accounts : — 





Rs. 

Rs. 

1 

Sales Aocoimt Dr. 

To Debtors on Sale or Return 
Account 

(Being the ontry to reverse the 
Sale of two Cars on “Sale or 
Return" as the same are not 
sold). 

1 

15,000 

15,000 


Debtors on "Sale or Return” of Rs. 15,000 would be 
shown in the Balance Sheet by way of deduction from the 
total debtors and the two Cars on hand on "Sale or Return” 
lying with the dealers will he valued at cost, viz., Rs. 11,000 
and included in the Closing Stock. ' 
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1946 

Question 1 The firm of K & L decide to turn their business 

into a Limited Liability Company as from 1st January, 1944. 
The firm’s Balance Sheet at that date was as follows — 


K & L— BALANCE SHEET— 1st January, 1944 


Liabilities 

Rs. 

A ssets. 

Rs. 

Capital Accounts Bs. 


Freehold Property 


K 26,500 


Eixtures and Fittings 
Stock-in-trade 

10,000 

L 8,500 

34,000 


- - - 


Sundry Debtors 


Trade Creditors 

80,000 

Cash at Bank 

7,900 

Loan on Mortgage 

9,000 

Gash at Hand 

100 


73,000 


73,000 


Profits are shared — K, two-thirds , L, one-third. 


The Sale Agreement provides that the Company shall 
take over all assets and liabilities with the exception of 
Sundry Debtors and Loan on Mortgage The purchase con- 
sideration is Bs, 25,000 payable m Ordinary Shares of Re 1 
each (fully paid). It is agreed that the Loan on Mortgage 
shall be paid off, and the Book Debts collected by the 
Company on behalf of the firm, the amount due to the late 
partners being paid to them as required, the balance standing 
at the credit of their respective accounts to bear ^interest at 
the rate of 6 per cent per annum. 

Close the firm's books at 1st January, 1944, 
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REALIZATION ACCOUNT 



Rs.' 

Rs. 

To Sundry Assets— 


By Sundry Liabilities — * 

Freeholds Property 

20,000 

Trade Creditors 30,000 

Fixture & Fittings 

10,000 

” Shares Acoount 25,000- 

Stock in Trade 

10,000 

” Realisation Suspense 

Oash-at-Bank 

7,900 

A/c (transfor of Loan. 

Cash-in-hand 

100 

on Mortgage, (9,000 

T6' Realization Suspense 

” K— 

” Transfer of Sundry 


Share of Loss 6,000 


L— 

Debtors 

15,000 

Share of Loss ^ 3,000 

Rs. 73,000 

Rs. 73,000 


> K’s Capital Account. 


Rs. 

1 

R’s. 

To Realisation Account 6,000 

By Balance 

126,000 

” Shares 2/3rd shares 
if loss in Puichasing 

Co’s Account 19,500 

Rb. 25,500 


Rs. 25,000 


L’s Capital Aocount. 


Rs. 


Rs. 

To Reahsation Account 3,000 

By Balance 

8.500 

” Sharse l/3rd share 
of loss in Purchasing 

Co’s Account 5,500 

Rs. 8,500 

8,500 

* 

1 



SHARES in the Purchasing Co’s ACCOUNT. 


Rs. 

Rs. 

To K’s Capital Account 19,500 
” L’s Capital Account 5,600 

By Purchasing Co. 25,000 

Rs 25,000 

Rs. 25,000 


Note —Similarly all Ledger Accounts in the books of K. & L. 
should be closed. 




The following is the Balance Sheet of Lyons Ltd , at 31st December, 1945: 
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Anmver.— Draft of Capital Reconstruction Scheme.— 

(1) It would seem wrong in principle to allow the 
Reserve Fund to stand as there cannot be a reserve fund 
along with a heavy debit balance on Profit & Loss Account 
appearing in the Balance Sheet. This Fund should be utilised in 
writing off, Rs 25,000 for Goodwill and Rs. 45,000 for a part 
of the accumulated loas The Balance in the Profit’ & Loss 
Account would come down to Rs. 59 ,000. 

(2) The Preferential Shares are usually preferential as 
also to return of capital and they will not stand to lose anything 
in respect of capital refund in case the company went into 
liquidation Evidently, therefore, the Preference Shareholders 
would not be prepared to make any sacrifice as the Company 
possesses ample assets to satisfy thorn If the Share Capital 
of the Company is reduced the whole burden must fall on the 
ordinary shareholders The Company requires about Rs 50,000 
for writing off the debit balance m the Profit & Loss Account 
The ordinary shareholder should not object to the nominal 
value of their shares being reduced to annas twelve per share 
If the shareholders agree to this proposal the Company will get 
Rs 50,000 to roduce the loss in Profit & Loss Account to 
Rs t‘,000 only. 

(3) In view of the entire Capital loss being borne by 
the ordinal shareholders it would seem fair to call upon the 
Preference Shareholders to at least waive their right towards 
arrears of dividend If they agree to this, the Company can 
convert then existing rate of dividend of C per cent, to 7 per 
cent by way of compensation for the loss they agree to bear. 

(4) It would look advisable to realise the Investments 
and out of the premium realised write off further the debit 
balance on the Profit & Loss Account and cut of the sale 
proceeds pay off the Bank Overdraft and use tho balanoo for 
day to day working of the Company. 

Question 3 — A firm of Coal Merchants purchased Railway 
Truck- on the Hire Purchase System, payments, therefore, 
being r greed at Rs G,000 per annum for five years, tho 
paj incuts to he made at the end of each year. The cash value 
of the trucks was Rs 20,000, the vendor’s charge for interest 
being at the rate of Its 5 per cent per annum on the yearly 
balances , 

Show the entries m the Coal Merchants’ books recording 
tlie=c tran-aetions and provide for depreciation on tho trucks 
at the rate of 10 per cent pei annum , 
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Reserve Fund 57,750,371 ■ 

Bills Discounted 189,187,092 


Balance sheet 
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1,966,121,326 




Question 5 : 

From the following figures draft the Balance Sheei 
conformity with the requirements of the Indian Companies Act 
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Stock-in-Trade . - .. ... . . 60,000 

Bills Receivable ... .. ... ... 15,000 

Sundry Debtors (including loan to A B a Director, of Rs. 2,000) .. 40,000 

Cash ... ... ,., .. 2,962 




Answer — BALANCE SHEET OF A, B &'Oo,Ltd 
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; Question 6 . — A Company with a Capital of Rs. 1,00,000 
(divided into shares of Re 1 each) and Reserves and Undistri- 
buted Profits of Rs. 20,000 sells its business for Rs. 1,60,000, 
payable in Shares of the New Company of Rs. 6 each. On 
what basis will the new Shares be issued. 

Answer . — There are one lac shares of Re. J /- each in 
the first company while the New Company shall have 30,000 
shares of Rs 6/- each. So a holder of 10 shares of the Old 
Company will receive 3 shares of the New Company. 

r Question 7 . — M & N, partners, took out partnership 
policy for Rs. 18,000 without profits at an annual premium 
of Rs. 7,000 such premium being a charge against the firm’s 
profits, which were shared as to M two-thirds and as to N 
one-third. M died on 31st March, 1944. Three years premi- 
ums had then been paid, M’s share of profits from 1st Jan- 
uary to 31st March, 1944, were Rs. 1,233. The Partnership 
Deed provided for — . 

(a) Interest at 5 per cent, on'balnce of capital at credit 
at date of last Balance Sheet (Rs. 24,000), 

(b) Goodwill (m case of death on basis of two years' 
purchase of average profits of the last three years, after charg- 
ing interest on capital but excluding- the insurance piemiums. 

The net profits for the three years, after charging interest 
on capital and insurance premiums, were Rs. 6,000, Rs. 7,600 
and Rs. 7,400. M’s drawings for the three months to 3 1st 
March amounted to Rs. 1,800. 

Prepare M’s Capital Account as at the date of his death 
for settlement with his Executors. 


M’s CAPITAL ACCOUNT, 


HIGHER ACCOUNTANCY 


271 






272 


HIGHER ACCOUNTANCY 


Note ■ — (1) It is assumed that M’s share of profits as given 
for the 3 months to 3 1st March, 1943, is arrived at after charg- 
ing interest on his Capital for the period. 

(2) The amount payable for Goodwill is arrived at 
thus 

Rs. 

Net Profits Rs. 6,000 4 Insurance Premium Rs.700=6,700 
” Rs. 7,600 + ” • ” Rs ,700 =8,300 

” ” Rs 7 400 4- ” ” Rs.700=8,100 , 


3 ) 23,100 

Average Profits ' =7,700 

x 2 


Two years’ purchase =16,400 

Rs. 10,266-10-8 represents two-thirds share thereof. 




HIGHER ACCOUNTANCY— PART II 

1947 , 


Question 1 — A and B having Capitals of Ra. 20,000, and 
Rs 15,000 respectively admit C into partnership on terms 
that he shall contribute Rs 10,000 as Capital and pay them 
Rs. 11,000 for his share of goodwill Interest on Capital 
to be 5% per annum (charged to Profit & Loss account) and 
Profits to be shared in the proportion of 4, 3, 2. C has only 
Rs. 10,000 which he pays in as Capital. The profits of the , 
partnership are Rs 25,000 before charging interest on Capital. 
Pass Journal and prepare capital account of respective 
partners. »’ 


Answer : — 

JOURNAL ENTRIES 


f 

1 

Rs. 

Rs. 

Goodwill Account— 

To A = 5/9th of 14,000 
„ B = 4/9 th of 14,000 

14,000 

8 000 
6,000 

(Share of Goodwill created on admis- 
sion of car partner m proportion 
to their respective Capitals). 



Profit & Losb Account — 

To Capital Account A 

ii »> »i B 

n »> M O 

2,950' 


(Interest on Capitals @ 5% P A ) 



Profit & Loss Account 

To A 4/9 of 22050 
„ B 3/9 of 22050 
„ C 2/9 of 22050 

22,060 
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A’b Capital Account. 

/ 

Be. 

1 

/ 

Be. 

To Balance c/d 

/ 

39,200 

By Balance 
„ Share of Goodwill 
„ Interest 
„ Share of Profit 

20,000 

8,000 

1,400 

9,800 




Rb. 39,200 

, 

• i 

By 'Balance b/d. 

Re. 39,200 

- 

B’b Capital Accouut. 



Bs. 


i Rs. 

To Balance c/d 

£29,400 

By Balance 

Share of Goodwill 
„ Interest 
„ Share of Profit 

mmmm 

■ 


Aina 

* 

Rs. 29,400 



By Balance b/d. 



C’s Capital Account. 




Rb 


Bs. 

To Balance c/d 

15,400 

By Balance ' 

„ Interest 
„ Share of Profit 

10,000 

500 

4,900 


Rs. 15,400 


Rs 15,400 

' 



By Balance b/d. 
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Question 2 The following particulars have been extrac- - 

ted from the Balance Sheet of solcil d’ or Ltd , as on 31 six 
December, 1945. - - 


Capital — 

Nominal, 10,000 5% 'Preference Shares , 
of £ 5 each • j 

400,000 Ordinary shares of £. 1 each 

■ 



160,000 


Issued 5,000 8% Preference Shares of 
£ 5 each 

50,000 Ordinary shares of £ 1 each 

i- / 

26,000 

60,000 


Reserve Fund 

Profit and Loss Account (Balance) 



During the year 1946 Resolutions were passed as 
follows — 


(1) A Resolution converting the Preference Shares of 
£ 1 each 


(2) A Resolution declaring a bonus of 20% on the Or- 
dinary Shares to be provided as to £ 6,000 out of th4 Reserve 
Fund and as to remainder out of the Balance of Profit and 
Boss Account 


The Bonus to be satisfied by the issue of one fully paid 
Ur am ary Share for every five Ordinary Shares held 

Give Journal entries which are necessary to carry out 
the above Resolutions, and show how they would affect the 
Balance Sheet of the Company as on 3lBt December, 1940. 
Assume that the Profit for the year 1946 amounted to £ 4,000. 

A nsmer 


f JOURNAL ENTRIES 


Reserve Fund Account Dr. 

* 'k° ss Appropriation Account ,, 

1° Bonus to Ordinary Shareholders’ Account! 
(Being the amount of bonus declared partly 
cwt ®' eaerve Fund, and partly out ofPro- 
nt & Boss Appropriation A/c balance) 

LF 

£ 

6,000 

4,000 

£ 

10,000 

0rdmar y Shareholders’ Account Dr 
To Ordinary Share Capital Account 
l&nng the issue of 10,000 Ordinal y Shares 
£ -rT ea °k as fully paid m satisfaction of 
the Bonus declared! 


10,00" 

O00 
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The conversion of £ 6 Preference Shares into five shares 
of £ l each does not require any Journal entry. A note, however 
will have to be made in the Share Capital Account that the £ 6 
shares have been converted into 5 shares of £ 1 each, as 

per Resolution dated The Share 'Certificates will have to. 

'be called back and stamped with a similar note. A mention 
must also be made to the same effect m the Register of 
Members, and the Memorandum apd Articles of Association 
of the Company will have to be altered accor dingl y. 1 

The Balance Sheet of the Conipany on 31st December, 
194.6, will show the items as follows; 1 • ' 


Nominal Capital - — > 

50.000 5% Preference Shares of 
£ 1 each 

100.000 Ordinary Shares of £ 1 each 

1 

1 

£. 


150,000 


Issued Capital . 

25.000 5% Preference ShareB of £ 1 
each, fully called 

60.000 Ordinary Shares of £ 1 eacih * 

fully called j 

t 

25,000 

60,000 

85,000 

Reserve Fund — ' 

Balance 

Less Transfer to Bonus Account 

1 20,000 
6,000 

14,000 

Profit & Loss Appropriation Account,, 

Balance from last year 

Less Transfer to Bonus Account 

12,000 

4,000 



8,000 


Add Net Profit this year 

4,000 

12,000 









Question 3‘ — 

The following figures are exfcraoted from the General Leig'r of a life Assurance* Go., Ltd., for 
the year 1946 — ' ' 
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REVENUE ACCOUNT 
For the year ended Slat December 1046. 
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- As at 31st December, 1946. 
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Note — (i) In the absence ot detailed information Prennum Income has not been sphtted up. 

(2) As the details of Expenses of Management are not given, it is shown m the Revenue 
Account under one heading. 




Tho Rajpntana Syndicate Ltd., at 31st December, 1945, stood as follows: 
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W. Barwick holds Rs. 500 Debentures, 100 Preference Shares, and 500 Or dinar y Shares. 
Prepare a statement showing how much is due to him. 





Rajputana Syndicate, Ltd 
Realisation Account 
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Question 5 : — 

A partner has withdrawn, on account of profits for 
half-year ended 30th June, [194=4, the undermentioned 
amounts. — ' 

January 18 - — Rs. 1,300. 

February 29 — Rs. 1,800. 

'■March 22 Rs. 300. 

1 

Find the average due date arid -calculate interest at 6%. 


Answer . — 



Amount 

Days. 

Products. 

1,300 

1 164 

213200 

1,800 

122 

219600 

300 

39 

11700 

3,400 

> 

444600 


444500/3400 gives 131 days, prior to 30th June as the 
average due date 

Interest on Rs. 3,400 at 5% for 131 days— Rs. 61 
approximately. 

Question 6 You are preparing the Balance Sheet of a 

Limited Company of which you are the chief accountant, and 
find that there are bills under discount amounting to Rs. 10,750 
On going through the books you find that Rs. 1,000 worth of bills 
will be probably dishonoured on maturity, but there is a 
reasonable chance of eventually reoeivmg eight annas in a 
rupee on the Rs 1,000 How would you deal with these bills 
under discount and how should they appear in the Co’s 
published accounts. 

Answer Since there is a' probability that Rs. 1,000 worth 

of Bills mil be dishonoured, it is necessary to . provide for this 
contingency in order that the year under review may not bene- 
fit at the expense of the next year when this likely loss might 
arise As there is likelihood of half the amount being recover- 
able, the other half, viz Bs 500 can be provided for by 
debiting Profit & Loss Account and crediting Reserve for 
Doubtful Bills Account A note will also be made^ at 
the foot of the Balance Sheet to the effeot that there is a 
r Contingent Liability on Bills under Discount for Rs. 10,760. 
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Question 7. — Write short notes on \ 

(1) Rehate on Bills Discounted. 

(2) Money’at Call and short notice. 

(3) Liability of customers for aoceptances and endorse- 
, ments. 

Answer:—. 

_ (1) Rebate on Bills Discounted. When a bank discounts % 

bill, the discount charged to the customer is immediately 
credited to Discount Account in the bank’s books, in daily 
totals through the Bills Received for Discount Register But 
the bank is not entitled to take credit for any greater amount 
of discount than has accrued to the date of closing the books. 
The discount is therefore apportioned, and the amount apper- 
taining to the succeeding period is oarned forward under the 
above heading. i ' 

(2) Money Call and Short Notice This item represents 

money lent to bill brokers, stock brokers and others at 
rates varying with the monetary resources of 
the market and thei demand for loanable capital. 
It runs from day to day or_ is repayable at short 
notice Next to the bank's own cash and its balance with the 
Reserve Bank this is the most liquid asset of , the bank for the 
money lent is repayable at call or within seven days and is 
easdy called m 

(3) Liability of customers for acceptances and endorsements 

These items denote bills which the bank has accepted or indorsed 
on behalf of its customers This is usually done in the case of 
foreign bills as it gieatly facilitates their negotiation abroad. 
The customer is of course liable to parties abroad These items 
therefore appear on both sides of the balance sheet 



1948 


Question 1 . — The Rayon Co. Ltd., began business on 
January 1, with a capital of Rs. 4,00,000 in 80,000 shares of 
Rs. 5 each, Re. L to be paid on allotment. Re. 1 on March 1 
and Re. 1 on June 1. Freehold land, valued Rs. 25,000, was 
bought arid buildings ereoted at a cost of Rs. 1,12,500. There 
was also purchased plant Rs. 37,500; offioe furniture 
Rs. 1 ,760 and preliminary expenses amounted to Rs. 3,750 The 
works were finished on June 30 and all liabilities thereon 
were paid at that date. The following were outstanding as 
arrears, viz — On allotment Rs. 1,750; on first call. Rs. 2,800; 
and on second call Rs. 3,450. Cash in bank amounted to 
Rs. 51,500. Make the necessary entries for the above and 
prepare the Balance Sheet at June 30 s 

< On December 31, Stock amounted to Rs. 78,000. From 
the following Trial Balance prepare Trading and Profit and 
. Loss Accounts and Balance Sheet after depreciating Freehold 
Buildings 1£% per annum. Plant 10% per annum. Furniture. 
7-?-% per annum and Preliminary Expenses one-sixth. 



Rs. 

Rs. 

Freehold land 

25,000 


Freehold buildings 

1, 12,500 


Plant 

37,500 


Office Furniture 

1,750 


Wages 

40,000 


Preliminary expenses 

Calls in arrears, viz.. 

3,750 


Allotment 

1,300 


First Call 

1,000 


Second Call 

1,200 


Purchases 

1,23,750 


Salaries 

22,000 


Directors’ and Auditors’ Fees 

- 4,750 


Stationery 

1,200 


Office Expenses 

1,800 


Rates, etc. 

600 


Sundry debtors 

29,400 


Bank 

31,260 


Capital 


2,40,000 

Sales 


1 ,75,000 

Creditors 


23,750 


| 4,38,760 

4,38,750 






rayon and company limited, 
trading and profit LOSS A/c. 

As on 31st December. 


/ 





£ BA YON & Co Ltd., 
Balance-Sheet as on 31st December. 
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3,12,956 
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Question 2.— A, B and C were the owners of a patent 
medicine, sharing profits equally. A died on 3iet December, 
1940 leaving two children ; he made B, and C his , Executors 
and Trustees His’' will and the partnership deed provided 
that the business should oe continued and the children main- 
tained and educated till the year 1945 when they both oome 
of age They were then to receive their father's share and 
capital in the business less 'any sums paid out during their 
minority. You are instructed to draw up Balan'ce-sheet at 
the end of 1944 showing the position, also a Profit & Loss 
Account for that year The material figures for the latter 


are as follows s — 

Rb. 

Sales and commission earned 1,02,000 

Warehouse wages 5,100 

Salaries 14,200 

Commission paid 3,400 

Travelling expenses 1,890 


Rent of Warehouse 780 

Advertising 18,700 

Purchase of materials 26,390 

Stock at commencement of year 8,900 

Stock at end of year - 8,200 

Miscellaneous Expenses 1,020 


The capital accounts of the partners are Rs. 10,000 
each, and the liabilities on 31st December 1944 were Rs. 12,300 
on bills and Rs. 33,800 to sundry creditors. The firm had 
a lease of the offices valued at Rs. 1,050, book debts 
Rs. 66,500, bills receivable Rs. 14,800 and cash at bank 
Rs. 7,100. 


B and C had invested the whole of A’s share of the 
profits since his death, and this Investment account stood 
at Rs. 45,300 at the above date. They had paid the main- 
tenance and other charges amounting to Rs. 11,270 which 
had been debited to an aocount called Accumulation of 
Income Account. 


B and G were both entitled to draw a special remunera- 
tion of Rs 3,500 each year against the profit. 

Draw up an account showing what the children will 
receive assummg that all adjustments have been made in the 
books upto 1st January, 1944. 




Trading and Profit & Losa Account for the year 
ended 3 1st December, 1944 


manna acc oust an or 
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22,820 
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Quest’ on 3.— Make the necessary entries in Journal Form 
to record the following transactions in the Books of accounts^ 
of a Limited Company : — 

(1) January I The Company purchased from vendors 

plant and machinery valued at £5,000, stock-in-trade valued 
at £2,600 and Patent Rights valued at £3,000. , 

(2) January 10. The Company allotted to vendors, 
in part payment of purchase of these assetB, 800 fully paid 
ordinary shares of £10 each, and issued 25 mortgage deben- 
tures of £100 each m satisfaction of the balance of purchase 
money. 

(3) January 16 The Company allotted to applicants 
1,000 ordinary shares of £10 each having received on same 
date £ 2 per share the amount payable od application and 
allotment. 

First Call of £2 per share made 
Payment of first call received m 


<.4) February 16 
on 1,000 ordinary shares. 

(6) February 20 

full. 


r -r> 3 . The Com P aD y received £2,500 m respect 

of Book Debts due to vendors agreed to he collected on their 

S agree< ? *£.' aocept 30 mortgage debentures of 

issued tn flie P a y“ len J' thereof, and these debentures were 
issued to them on this date 


nnvmi^iin shareholders, being desirous of 

P ‘ he bala “ e ® due on their Bhares pending further calls 
gre f d t0 aUow them 6 % P er annum Interest 
adV ^ 0e £3 ' 000 were received on this date 
from shareholders under this arrangement 

no 15 __ Th 0 Company applied the sum of 

£2,300 m redeeming 20 debentures of £100 each at a premium 

tion ° 6nt £10 ° mt6rest thereon to date of redemp- 
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Answer : 


JOURNAL 


July 1, Plant and Machinery 

Stock in Trade 

Patents Rights 

To Vendors 

(For value of purchases 
made) . 

1 

I 

10,500 

Jan. 10. Vendors 

To Share Capital A/c. 

„ Mortgage Debenture 
(For 800 fully paid shares 
of £10 each 25 mortgage 
Debentures of £100 each 
issued as fully paid). 

10,500 

8,000 

2,600 

r. 

Jan. 15. Cash (or Bank) 

' , 2,000 

! 


To application & 'Allot- 
ment A/c. ] 

(For cash received against 
1,000 ordinary shareB at 
£2 per share). 

2,000 

Feb. 15 First Call A/c. 

To Share Capital 
(For First Call at £2 per 
share on 100 Ordinary 
Shares) . 

2,000 

2,000 

Feb. 20. Cash (or Bank) 

To First Call A/c. 

(For Call money on 1,000 
shares at £2 eaok) . 

2,000 

2,000 

March 1. Cash (or Bank) 

To Vendors 
(Book debts Collected) 

2,500 

< 

2,600 
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March 1. 

Vendors 

To Mortgage Debentures 
A/c. 

(For 25 debentures of £100 
eaoh issued). 

2,500 

2,500 

Apnl 1, 

Cash (or Bank) 

To Calls in Advance 
(For Calls received in ad- 
vance) 

3,000 

3,000 

April 1. 

Interest 

To Cash (or Bank) 

1 (Interest on Calls in ad- 
vanoe at 5 p.o p, a. paid 
in advanoe). 

150 

150 

April 15, 

/ 

Mortgage Debentures 
Premium on Debentures 
Interest on Debentures 

To Cash (or Bankl 
(For 20 Debentures redeem- 
ed at a premium of 10 
,p c and interest £100) 

1 

2,300 

/ 


flnmr Q ues [ l0n 4 —A B. sends goods to his auctioneers X & 
to kiL nV ,, , so ^ an d instructs his brokers Y & Company, 
. i ™ i ™ es no ^ reac ' 1,n S a certain line The result of 
ne sale is that all goods are sold, realizing Rs 29„5C0 and 
r j 6a (‘CSS covering commission of 5 per cent ) are 
Tt« cm, "F auctioneers. Tlie brokers have bought 
- *' uU/ worth and their charges are 3 per cent Part of the 
:T eoeived from the auctioneers is a draft at one 
, ‘ or Rs 8,000 accepted by Z & Company which on 
urity is dishonoured The' auctioneers on being informed 
? en< ~ a remittance for Rs 4/ 00 and a draft on Z & Company 
or the remainder, at one month, adding interest at 12 percent 
Per annum. 

Write up cash account, auctioneers' account and Brokers’ 
account in the Books of A. B 
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Answer : — 

BOOKS OP A B. 

X & Oo (Auctioneers) A/c. 


To Sale of Goods 

Rs 

29,600 

) 

By Commission 

Rs. 

1,475 

„ Bills Received 

8;000 

„ Bills Receivable 

8.000 

,, Interest 

40 

„ Cash 

20,026 



„ Cash 

4,000 



„ Bills Receivable 

4,040 

Total 

37,640 

Total 

37,640 

i' 


Y & Go. (Brokers) Account 



Rs 


Rs 

\ 

To Goods Purchase 

6,600 

By Commission 

196 



„ Balance 

6,305 


6,600 


6,500 


CASH ACCOUNT 



Rs. 


Rs. 

To X & Co. 

20,026 

By Balance 

24,026 

„ X & Co. 

4,000 

• 


- 

24,025 


24,026 


Quca'ion 5 - Wilson & Co. of Calcutta on May I» 
1947. sell and ship to Brown Brothers of London by s.b, 
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“Hooghly” a quantity of jute for £1,000. Agamst this shipment 
they draw a bill upon Brown Brothers at three months’ date 
for £990. '‘with documents attached” in favour of the National 
Bank of India, and discount the bill with the National Bank 
of India, Calcutta, for £885. Explain the nature of this 
transaction, give tne form of the bill, and show the entries 
(in pounds sterling) requisite to record correctly the matter 
in Wilson & Go’s books 


Answef' 

' Wilson & Co 's Book, 

Brown Brothers A/c. 



Rs 


Rs. 

To Goods Sold 

1,000 

By Bills Receivable 

900 


1,000 




Bills Receivable A/c. 


To Brown Brothers 

900 

By Bank 

885 

N 

/ 

„ Discount 

15 


900 


HI 


BANK ACCOUNT 
To, Bills Receivable Rs 885 


DISCOUNT A CCOUNT 

a — 


To Bdls Receivable Rs 15 












ENGLISH COMPOSITION 
PART II 


NOTE — As a matter of faot it would be an unprofitable 
task to give answers to questions on English as there is very 
little likelihood of a question being repeated, in this subjeot. 
The same question in English is never set a second time - 
and the Answers are useful only as illustrations. The readers 
are advised to read some standard works on Grammar if they 
are desirous of acquiring a thorough knowledge of the subjeot. 
In order that the students may have an idea of the style and 
standard of the paper the questions set at the previous 
examinations of the Indian Institute of Bankers are reproduced 
Model Answers have been added to all the questions 
of grammar Essays and precis may be set on indefinite 
number of subjects and particular subjects may be dealt with 
in many ways. Consequently, there is not much point m 
reproducing model answers. 

essays set at the examinations 

1. The Commercial Importance of South America. 

_ \ 

2. The development of air transport and its effect on 
industry and commerce. 

3. Discuss the .desirability or otherwise of the elimination 
of the middleman in the retail sale of goods. 

4. "Some books are to be tasted, others to be 
swallowed, and some few to be chewed and digested.” 

5. The causes of Britain’s pre-eminence as a colonising 
nation. 

6. The responsibilities of wealth. 

8. “Better have failed in the high aim, as I 
Then vulgarly in the low aim succeed,” 

9. ‘'That almighty r dollar. The great object of 
universal. - devotion throughout our land.” (Washington 
Irving). 
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10 Arguments for and against the use of a universal 
script for All-India 

11. Give a description of a commercial city as it 'will 
probably be m 100 years’ time. 

12. A prison has no right to exist if inmates discharged 
from it are not turned out better citizens then when they . 
entered. 

13. The advantages and disadvantages of travelling by 
road and rail. 

14. The futility of perpetuating hostile feelings between, 
any two nations. 

15 The wonders of wireless. 

16 Education should be for life, - not' for livelihood.” 

. 17. Recommending an ignorant community to make 
use of banks. 

- 18 Life Insurance. , 

19. Tariffs. 

20 The Rank Official’s chances of studying human 
nature 

21. The Earthquake in Bihar 

22 The romance of bridges. 

23 The futility of perpetuating hostile feelings between 
any two nations 

24 Travel is a part of education 

S5. "The invention of machinery has been the death 
blow to art m industry ” 

26. The commercialjpossibilities iof Broadcasting 

27 Free Trade 

28 Co operative 'Banks. 

29 Direct ana Indirect Taxation 

30. Magistrates. 

31. Commercial possibilities of ^air transport. 
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•32. Importance of industrial peaoe. 

38 . An up-to-date business "office. 

34. Industrial combinations. 

35. The life of a city clerk, 

36. Technical Education. 

37. The .relations between Commerce and National 
Progress, 

38. The morality of Strikes. 

39. ' The development of Indian industries and 
commerce. 

40. The arguments for and against a stamp tax on 
■ cheques. 

41. Money-lenders. 

42. Free and compulsory education 

43. Totalitarain States. 

44. The lessons of History. 

45. India and World Trade 

46. Labour conditions in India. 

47. The Development of the Indian Film Industry. 

48. The control of food prices, 

49 The value of Golonies 

50. The advantages of pictorial advertisements. 

/*■ 

51. Castles m the air. 

ENGLISH COMPOSITION 

52 Democracy and its working, 

53 Western influence on social and economic life of 
India. 

54. Peace Aims 

55. Village Moneylenders or Co-operative Banks 5 
Arguments for and against 
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56. Oil as a factor in the modern world. 

57. A. R P. 

68 Co-Educational School 
69. The Mediterranean Sea 

60 Peace hath her victories no less renowned than 

war. 

61 The Food Problem 

62, Value of Discipline 

63. Banking as a career 

64 Future of Indian Shipping 

65 Business Integrity. - 

66 Advertising as an Art 

67 Black Markets. 

68. India of the "future 

69 Advantages and disadvantages of Industrialisation, 

70 Science is a good servant but a bad master. 

71 Profit Sharing 

LETTER WRITING 

Question — (Answer either (a) or ( b ) 

(a) A customer has purchased a Bank draft and subse- 
quently informs the Bank that the draft has been lost 
requesting at the same time for the issue of a duplicate 
draft 


Write to him regarding the procedure to be followed 
before a duplicate draft can be issued stating why such 
procedure is necessary. 

(b) A customer approaches you with a view to obtaining 
a loan against certain Railway shares standing in his name 

Write to 3 'our Head Office asking for sanction to make 
the advance and stating what steps you propose taking to 
register the bank’s lien on the shares and to ensure that m 
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tie event of the loan being called np the shares may be 
easily realized by the Bank. 


Answer : — (a) 


POPULAR BANK LIMITED 

Bombay, 31 si December, 1947 


MESSES. JOSHI & Co., 

Duncan Street, 

BOMBAY. 

Dear Sir, 

We are in receipt of your letter, dated the 30th instant, 
and note that our Demand Draft No. 20/45fi for.Bs 3,600 
drawn upon our Calcutta Branch, has been lost m transit 
and, therefore, you want a duplicate copy of it from use. 
You know, perhaps, that Demand Drafts belong to the 
class of Negotiable Instruments and can, therefore, be easily 
negotiated. The finder can, by forging the endorsement 
of the payee, obtain payment of a lost draft at any of the 
branches. It is, therefore, necessary for us to inform all 
our branches to guard themselves against the fraudulent 
use of the saididraft. We have, therefore, to request you to 
please remit to us Es. 3 to cover postage charges on the 
circular to he issueci by us to our branches m this respect. 

\ As regards your request for a duplicate copy, we have to 
inform you that it would be necessary for you to execute 
an Indemnity Bond undertaking to bold the bank indemni- 
fied against any loss which may result through the 
negotiation or payment of the lost draft The Indemnity 
Bond will cost you Re X and we Bball, therefore, be glad if 
you will include this amount in your remittance to us We 
shall be pleased to supply you with a duplicate copy of the 
Draft in, question after we have heard from our Calcutta 
Office, to whom we are referring in the matter, 1 that the 
draft reported to be lost has not as yet been paid by them. 


Yours faithfully 
X. Y. Z. 

Manager. 
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Answer (6) 

POPULAR BANK LIMITED 


Lahore, 15th December, 1947 
THE MANAGING DIRECTOR, 

THE Popular Bank Limited, 

BOMBAY. 

Dear Sir, 

We beg to inform you that Messers D. N. Mehta & Co. 
who own a big Rice Mill at this place have approached us 
with a request to grant them a loan of Rs. 5,000 against 200 
shares of National Iron and Steel Products. The shares of 
the face value of Rs. 25 are fully paid up and stand in the 
applicant's name. 


The applicants are prepared to execute the usual 
Demand Pronote in our favour and to furnish us with 
signed Blank Transfer Deeds. 


The shares at present are quoted at Rs. 540 and we 
shall, therefore, be getting an ample security if the proposed 
advance is sanctioned since we shall 1 not be advancmg 
more than , the face value of the shares, thus' keeping a 
sufficient margin in the account. 


The applicants are of substantial means and possess very 
valuable property m the city. They are, however, short of 
ready money and as the want they accommodation for running 
the Rice Mill during the ensuing season, they have approached 
us for financial assistance They expect to be able to repay 
the loan after six months 


We beg to recommend that the proposal be sanctioned at 
an early date 

Yours faithfully, 

X Y Z 


Question —Answer either (a) or (6) 


Manager 


/ a \ a local merchant has approached you for an advance 
agmst the pledge of 200 bales of cotton, his own absolute 

property 
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Wxite to your Head Office asking for sanction to make 
the advance stating the reason and period for which the accom- 
modation is required, the procedure you propose to adopt in ✓ 
taking the stock into your possession and 1 ' how you intend to 
safeguard the Bank’s interests while the debt exists Append a 
datailed opinion on the party’s means and standing, stating 
the source from which the information is obtained. 

(6) A constituent has applied for an advance against your 
Branch Fixed Deposit Receipt for Rs. 5,000 in his own and his 
wife’s name, payable to either or survivor 

Reply agreeing to his request and advising him of the 
procedure to be followed in order to obtain the accommodation. 

Answer : — (a) 

POPULAR BANK LIMITED, 

Lahore, 17th December, 1947. 

The Managing Director, 

Popular Bank Limited, 

BOMBAY. 

Dear Sir, 

Be : Advance against Produce. 

We have to inform you that Messrs N. B. Kapoor & 
SonB who are the leading Cotton Merchants of our 'town have 
approached to us for a cash credit limit against the security of 
200 bales of cotton. The applicants are prepared to excute 
the necessary documents and keep the bales m their own 
godowns but under Bank’s lock and key. Their cotton bales 
would be fully insured and the relative policy would be assigned 
in our favour. Messrs N B. Kapoor & Sons are persons of repu- 
table means and our enquiries made from independent sources 
go to show' that they are worth not less than a lakh of rupees. 
They own some valuable property which brings them a sub- 
stantial monthly rent Besides, they are persons of good charac- 
ter and business integrity and we have no doubt about their 
ability to meet their obligations Since we shall be getting a 
tangible security in the from of cotton bales, we have no 
hesitation in recommending the proposal to you for your early 
sanction. We shall be maintaining a margin of 25 per cent 
on the market value of the security. The "applicants promise 
to adjust the account within six months’ time. Kindly convey 
us jour sanction at an early date 

Yours faithfully, 

X. Y Z. 
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Answer: — (6) 

NATIONAL BANK OF HINDUSTAN 

Bombay, ' I5th May, 1947 

D. S. Bibw&s Esq , 

6, Espalande Road, 

BOMBAY. 

Dear Sir, 

We are in receipt of your letter of 14 th instant and as re- 
quested by you we shall be pleased to grant you an overdraft 
upto Rs 5,000 on the joint current account in your own and 
your wife’s name against the security of this Branch Fixed 
Deposit Receipt No. 20490 for Rs 6,( 00 standing m like names. 

We beg to enclose herewith a Demand Pronote and a 
Letter of Authority instructing us to hold the receipt as 
security for the overdraft and to place the proceeds at maturity 
to the credit of the overdraft account • 

Please return both the documents duly signed by you and 
your wife along with the fixed deposit receipt also signed by 
both Kindly note that the Fixed Deposit Receipt should be 
endorsed over one anna revenue stamp 

Yours faithfully, 
ABC, 
Manager 

Question ( a ) — A constituent’s advance against paddy 
has become short of margin owing to a serious fall m the price 
of the commodity As your calls for further margin have been 
ignored write to your Head Office explaining the position and 
submitting > your recommendations In the event of your 
proposing to sell the stocks, state what steps you would require 
to take should a short fall in the account occur 

(6) Another Branch has witten asking for an opinion on 
the means and standing of a certain firm in your city Reply 
in detail showing ho*’. ?<"' arrive at your estimate of then 

means and whetnei you ' • them safe for ordinary busi- 
ness engagements 
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Answer.— (a) 

POPULAR BANK ^LIMITED 

Lucknow, 20th December, 1937. 

The Managing DieeotuB, 

The Popular Bank of India, Ltd., 

BOMBAY. 

Dear Sir, 

Regarding Advance ogatnat -produce 
' Messrs. X. Y. Z. 

We beg to inform you that a demand loan for Rs. 16,000 
was granted by us to the above firm on 6th Maroh last against 
the security of paddy pledged to the bank and stored in 
godowns under our lock and key. It had been stipulated to 
maintain a margin of 25 per cent, on current market prices. - 

Owing to abnormal slump in commodity prices within 
the recent months, the’account has become short of margin 
by Rs. 5,000 and our .repeated requests to the party to 
replenish the deficiency have failed to produce the desired 
effect. As there is very little likelihood of rise in the price 
in the immediate future we have sent them today a final 
notice, registered A/d, stating that unless the account is 
adjusted by the 16th January 1938 we will proceed to sell off 
the stocks by private or public sale, holding them responsible 
for any short fall that may occur. 

We shall be glad if you will confirm our action and 
authorise us should the account remain unadjusted on the 
dates specified to sell the stocks for what they will fetch and, 
if necessary, to file a suit agamst the borrowers for the resultant 
short fall which we estimate at Rs. 1,600 to Rs. 2,000. The 
present position of the account is as under 

(1) Bank’s dues : — Rs 15,000 (Exclusive of interest at 
6% per annum from 1st July 1,937). 

(2) Stock held by us — 1300 bags of paddy. 

(3) Value of stock at the current market rate Rs. 13,750. 

It is not out of place to add that the parties are very 
respectable and possess landed and house property, all uncum- 
bered, worth at least Rs. 50,000. They are, however, short of 
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ja--sa.tsrjsr— 

Yours faithfully, 

A. B, C. 
Manager. 

Answer —(6) 

GREAT ORIENTAL BANK LTD 

Lahore, 16th Deo 1937 


The Asent, 

Great Oriental Bank Ltd , 

JAMSHEDPUR. 

Dear Sir, 

In reply to your enquiry of the 10th instant, we beg to 
inform you that the hrm in question has for some years earned 
on a retail iron mongery business m this town and appears to 
be making good progress The proprietor of the business 
Mr M C is an industrious and shrewd man and, although not 
trading m a large way, is generally reputed to be possessed of 
some considerable means. , 

The New City Bank who are acting as bankers to the 
firm have furnished to us the following reports on their means, 
character and standing — 

‘A firm of 25 years standing, worth about 1^ lacs enjoying 
goad credit m the market ’ 

We have also made independent enquiries respecting the 
firm and the result has been practically a corroboration of the 
New City Bank’s report The proprietor Mr I C owns six 
shops in a central locality and two residential houses all of 
which are said to be worth over Es one lakh while he is 
reported to hare invested about Rs 50,000 m his business. 


As to the extent of the credit, we would say that the 

A^°' ) S^ pa ?? eosaseme,ltu: P to Rs 50,000 »»<>■ may be 
accommodated without security upto this extent 


Yours faithfully, 
L. II .N, 
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Question. — (a) A mill company has a Cash Credit Account 
, at your branch for Rs. 10 lakhs secured by a pronote drawn by 
the Mill Company in favour of the Mill Agents and endorsed by 
the latter to the bank. 

In former years the mill was a flourishing concern but 
owing to poor management in recent years, the mill's position 
has deteriorated with consequent loss of credit to the mill 
agents. 

v. 

The position of the' Mill Company and that of the Agents 
is not such as would tender it advisable to call up the advance, 
but it is desirable that in addition to the existing security, 
further security of a more tangible nature should be taken by 
the bank. 


Write to Head Office relating fully the facts which have 
led up to the present state of affairs and giving your recom- 
mendations for placing the advance on a more secure basis. 

(6) A wealthy constituent who, when trade conditions 
■were good, transacted very good business with the bank, now 
has an overdraft account only. 


The drawing power of the account is Rs. 4 lakhs against 
the security of Government Papers for Rs. 5 lakhs but the 
balance drawn against the account except on a few occasions 
is small, while on many occasions the account shows a credit 
balance. 


Write to the constituent tactfully, pointing out that this 
arrangement unremunerative to the bank and suggesting a 
means by which the bank would be assured of a certain 
fixed remuneration, by way of interest, on the account while 
still allowing the constituent the full use of the exist g 
drawing power if, and when necessary. 


' Ansmr: — (a) 

ORIENTAL BANK LTD. _ 

Lahore, 16th January, 1948. 

m general manager, 

Oriental Bank Ltd. 

BOMBAY, 

Hear S’ , ^ Overdraft Limit for Rs.lO_ lakhs 

enjoyed by Lyall Sugar Mills Co., Ltd. 

The above company was granted a cash credit 1™* ' to 

lakhs secured by a Demand Pronote drawn by we , 
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favour of Messrs. Mehta & Co , managing agents of the mills 
and endorsed by the latter m favour of the bank The 
account has been in our boohs fcr a pretty long time and'i 
has been maintained to our satisfaction Owing to the* 
imposition of an Excise Duty on Sugar, and keen competition 
amongst the Indian Sugar Mills the sugar industry is in. a 
paralysed state There is practically no maigm of profit 
between ihe selling rate per maund and the cost of production 
Several mills have either stopped the work or are contempla- 
ting to abandon it The Lyall Mill Co has also not been able 
to escape from the injurious effects of excise duty. Its 
difficulties have been intensified by mismangement Frequent 
strikes and other labour troubles m which the mill has beep' 
involved during the last few months have created a won-e 
situation for the managing agents It is also reported that 
thfCmanaging agents have suffered huge losses m their other 
hues of business and have lost much of their credit »in the 
upcountry markets. 

All these facts predict a gloomy future for the Lyall 
Sugar Mills Co The financial position of the managing 
agents does not warrant the continuance of the cash credit 
limit to the Company on their personal security If pressure 
is brought upon them at this stage for the adjus' ment of 
the account, it is probable, that the managing agents being, 
unable to liquidate the account may go into insolvency 
leavmg the bank to rub their hands m grief The only 
feasible course which suggests itself to us is to ask the 
managing agents to mortgage the, mill including all buildings 
and machinery — with the bank The value of the proposed 
security according to the latest balance-sheet, after allowing 
for the depreciation is Rs, 35 lakhs Besides, it is entirely 
unencumbered We had a talk on this subject with one 
of the Directors of the mill company and were informed 
that the Board of Directors would welcome the proposal 
to save the situation. 

ThiB is the only way m which we can secure our 
advance in the present circumstances We request for a 
consideration of the proposal by your board We shall be 
glad to furnish full particulars of the security and the 
manner in whieh it should he charged to the hank m case 
the hoard feels inclined to accept our suggestion 

Yours faithfully, 

X. Y Z. 

Manager. 
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■ Answer .—(b) ■ 

GREAT ORIENT BANK LIMITED 

Delhi, 10th December, 1947 

D. K Singhal, Esq'., 

Military Contractor, , 

Connaught Circus, 

NEW DMlfHI. 

Dear Sir, 

We take the liberty to point out to you that in its 
present state your overdraft account in which you enjoy 
a >limit of JR^. four lacs against the seounty of 5% Govern- 
mdlit Loan 1945—55 for Rs five lacs does not bring us 
a yield commensurate with the responsibility and risk 
shouldered by us On a reference to the account we find 
that during September 1947 you had a balance of Rs 1,009 
agamst you for 3 days only , in October the balance was 
Rs 2 000 for 5 days ; while in November and December 
the ; account has been in credit throughout We have 
earned* hardly annas fifteen as interest on your account since 
September We should have overlooked had a sufficient 
credit balance been left at times, in the account but the 
balance ui youi favour has also been trifling , in fact it has 
never exceeded Rs. 500. 

Our Auditors took a very serious objection to your 
account and instructed us to withdraw the faoi ity or to 
insist for a minimum clause if the overdraft limit granted 
to Ton is to be continued You will appreciate that our 
auditors’ objection is not without reason Even the safe 
custodv charges on the securities lodged by you with us 
^ cbver agmnst the overdraft would have been much 
higher than the interest yield by your account > You know 

that on vour overdraft account you can draw upto Rs tour 

lacs without giving us any noface We hav« i^STdlawings 
with us funds to become available to meet your or 

upon us whether you ^make e circumstances, you 

will we believe, find us justified in charging 

on a minimum monthly balance of Rs 25,000 ^ 

to request you to please make me morandum 

office during business hours to execute a fresh memo 

of deposit embodying the minimum clause. 

Yours faithfully, 
X.Y.Z. ' 

Manager- ' 
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Question : — Answer either (a) or (6) 

(а) A party of good standing wishes to establish 
business relations with the bank at your V ranch and writes 
asking for your terms of busmess Reply, informing him 
fully of the various types of busmess you can undertake 
and the terms and conditions on which such business will 
be conducted 

(б) You are Agent of a Branch Bank up-country and 
you find, as a result of touring the District, that theie 
are good prospects of developing business, chiefly by way 
of advances to merchants, at a cotton and grain-growing 
centre at some distance from the branch In order properly 
to develo o the busmess it will be [necessary to open a sub- 
office of the bank there 

Write to Head Office relating the above facts, re- 
commending the opening of a sub-office, commenting on 
the standmg of the merchants with whom you propose to 
do business, and stating the lines on which you think the 
business would best be conducted 

Answer (a) 

NEW DELHI BANK LIMITED, 

» Lucknow, 15th January, 1948 

H Dastub,' Esq,, 

5, The Mall, 

LUCKNOW. 

Dear Sir, 

Me thank you for your letter of the 14th instant 
enquiring as to what kind of business we can undertake 
and asking for our rules and terms of business 

We are sure, you will appreciate, the advantages of 
a personal interview m such circumstances and we shall, 
accordingly, be veiv glad if you can arrange to call at 
this office, when wc 'hall be placed to give you every 
information^ and assistance The undersigned is available 
on any week day during ordinary banking hourp 

We enclose herewith a copy of our rules of business 
The leaflet will give you an idea of the various kinds of 
business handled by us and also the conditions undei which 
Current Accounts are conducted The charges involved in 
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each case must necessarily be determined according to the 
volume of each transaction. Tne literature winch we have 
enclosed with this letter gives in d3tnl rales which govern 
the various and diverse types of business handled by us but 
with a view to enable you to form an i-'ea of our activities 
we take the opportunity to give m brief the regulations 
governing each kind of business. 

(a) Current Accounts — Current accounts are main- 
tained free of charge and interest is allowed at i per cent 
per annum on minimum monthly balances. 


(b) Depositi — Fixed deposits are received for six 
months and over at suitable rates which may be ascertained I, 
on application. 


It would perhaps interest you to know that our bank 
has recently introduced five years' cash certificates They 
are issued for Rs 100 or multiple of Rs 100 at a cost of 
Rs 85 per 100 rupees The interest yield comes to about 
3 5 per cent at compound rate of interest. Our cash certi- 
ficates have secured great popularity and have been founi to 
be a 'profitable means of investment by the middle class 
people. 

(c) Advances —Loans are allowed on demand pronote 
and over-draft against approved securities The rate o*. 
interest m each case is determined by the nature of security 
lodged with the bank to secure the advances. 


(d\ Foreiqn Business —Our bank has got vast connec- 
tions all over the world and is m a position to undertoke 
foreign exchange business on almost all eommeroiaUy itnpor • 
ant centres It is needless for us to add that we have 
recently opened a subsidiary bank in ^on “d this 
enables us to entertain business on England at competi 
rates 

All these matters can be fully explained personally or 
on receiving particulars from you as to the kind and exte * 
of services you will require from us We shall be g 
you will write to us m reply. yourfJ falthfu n yi 

A- B. C. 
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Answer : — (6) 

THE GRAND NATIONAL BANK, LTD., 

White Town, 16th. December, 1947. 


The Managing Dibectob, 

The Grand National Bank, Ltd., 

BOMBAY . 

Dear Sir, 

Proposed New Branch at Green Town 

I have been watching with interest the development of 
the Green Town as an important commercial centre within 
reoent years The town is situated m a rich cotton produc- 
ing and wheat growing area I had the opportunity to go 
there m connection with the inspection of the factory of the 
Punjab Cotton Company, to whom finance is being provided 
by our bank against the stock of cotton m the factory area. 
I made a survey of the town, and was very much 'impressed 
with the prospects which it offers for the expansion of our 
activities 

Until recently. Green Town was little known, as it had 
no eaBy means of communication to link it with the other 
parts of the province. The construction of the Railway, 
which has now joined the town with White Town on the 
one side and Blue Town on the other, augurs well for it. 
The surrounding areas had been known for their dense 
forests and there was a considerably export of timber for 
fuel every year Two years back the Government thought 
of establishing a Mandi (market) at Green Town, and with 
this end m view the huge forests were cut down. The 
construction of the B D. Canal brought vast expanse of 
land under plough, and a barren land was converted into a 
fertile field. It was reported that last year 2 lakhs maunds 
of cotton were raised from the reclaimed land. The quality 
of cotton is superior than produced m the neighbouring 
areas, and therefore it finds easy market Green Town, 
since the establishment of the Mandi, has also assumed the 
role of a collecting centre for wheat of the surrouadmg areas 
and is beginning to export large quantities every year 

Several of the local merchants approached me with a 
view that I should make representation to you for the 
opening of an office of our bank there All the leading 
parties who have established their business at Green Town 
have been carrying on business for a considerable length of 
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the time at White Town and are personally known to me as 
of good reputation and business integrity 

The town offers ample scope for investment agauisfc 
gold ornaments, but for the present I would suggest that 
our business should be confined 1o advances against cotton 
and wheat stored in godowns under bank’s lock and key. 
The new office will, however, negotiate export bills which 
are likely to be offered m large ^numbers. Large consign- 
ments of whea!t and cotton are despatched to Karachi and 
Bombay, and there is thus a considerable number and 
volume of export bills available in the market Bill business, 
I hope, should provide sufficient income to the bank for 
running an office. 

Other Bunks There is no other bank at present m 

the town, and by opening an office of our own bank, ne 
shall be extending our activities to a centre where no other 
bank is represented. 


■Premises I was able to arrange with Messrs X Y Z. 

to give us on rent their spacious building which is situated 
in the busiest part of the town. They expect to have the 
building vacated in a month’s time, and have agreed o 
place it at our disposal at a moderate rent. I have personal v 
seen the buildmg, and am of opinion that it would suitably 
serve our purpose. 

Recommendations,— l recommend that the proposal be 
duly considered by the board and permission granted to me 
to open the office before the next wheat season commences. 
Should my proposal be accepted, 1 would supge t 
the present the office should be run by a clerk Inclm.ge and 
put under the control of our branch ^ 

iA b c. 

r-, 0 Manager. 


Question —Answer either (a) oi (/<) 

(a) A highly respectable trading fum, M 

Jones & Co., who are valued constituents of your m 0 f\ 

a cheque for Rs. 2,40 000 flouring the ^‘orj^ ^ 
India, Ltd., a Clearing Bank of the same J c s j R Mollc v , 
known to you to be interested in th ° ment Uirnueh^ 

Market The cheque is presented for P 3 1)n j nnC e i« t| 
first clearimr (12-30 p.m.1 when the fiim 'L ^arrangement- 
only Rs. 9,000 and they have no overdrni , 
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Y ou, however, hold a cheque for Rs , 2,60,000 drawn by 
Messrs Smith Jones & Co, on the Asiatic Bank of India, 

Ltd , also a Clearing Bank of the same city — for credit of 

the firm’s account through second clearing The fate of the 
latter cheque will not be known until 5pm the same day 
i e„ after business hours 

You pay the cheque favouring the Victory Bank of 
India, Ltd, as a special case and allow the cheque for 
Rs 2,00,000 to go through the Second Clearing m the ordinary 
course 

Write a tactful letter to your constituent firm drawing 
their attention to the irregularity with a view to avoiding a 
recurrence of the incident. 

(6) You, as Agent of a Branch Office of a bank, are 
holding considerable stocks of Cotton (baled) as security for 
an advance to Mill Company. The cotton is stored in large 
godowns m the Mill Company’s yard and as the result of 
serious outbreak of fire in one of the godowns, extensive 
damage is Caused. r- 

Report the matter to your Head Office by the first 
available outgoing mail (which ltf within 24 hours of the 
outbreak of fire) giving particulars of the situation, making 
special reference to the safety or otherwise of the bank’s 
advance. - 


Answer — (a) 

ORIENTAL BANK LIMITED 

Calcutta, 6th January, l')48 r 

Messrs. Smith Jones & Co , 

65, Clive Street, 

CALCU PTA 


Dear Si , in f 0I m yon that a cheque for Rs 2 40,000 

, , ® , , n favour of Victory Bank of India, Ltd , 

drawn by 5 f or payment through the first dealing 

vas presented to us^ ^i ^ ^ ^ ^ ^ Rg g0 , )(> 

The balance J 0 f principle, ne had no alternative but to- 
and, as a ma unpaid, since no overdraft arrangements 

Tetum the 0 “ e TJ e , * vo u with us On an enquiry from the 
have been made jj j earn t that you had paid in for jour 
Cash Department, 2,60,000 drawn by jou on the 

credit a cheque for ^ 
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Asiatic Bank of India Ltd., but the oheque in question 
having been received by ns after 1pm. it was to be 
presented for payment through the second clearing. The 
fate of this oheque could become known to us after 5 p.m. 
and it was, therefore, not possible for us to honour the 
cheque presented through the first clearing relying upon your 
own cheque received by us for collection. In order that 
your credit may not suffer we paid the cheque but, you will 
appreciate, that in taking such a step we courted a grave 
risk. We need scarcely remind you' that, in accordance with 
the rules of our business governing ourrent accounts, cheques 
cannot he drawn against bills, cheques etc. received by us 
for collection unless they have been actually realised. 

Under the circumstances, we have to request you to 
please see that m future you do not draw upon us m such 
.an irregular manner as you have done in the present instance. 
Should you, however, require to overdraw your account in 
the future, we should be obliged if you would make arrange- 
ments to this effect with the bank. By so doing you will 
materially assist the work of the bank and preclude the 
possibility of any cheques being returned unpaid for lack of 

lands. 

Yours faithfully, 
X.Y.Z. 

, Manager. 

Answer :-(&) 

GREAT ORIENT BANK, LIMITED 

Lyallpur, 6th March, 1 1 48. 

The Gen eh at. Manages, 

Great Orient Bank Limited, 

BOMBAY. 


Dear Sir, 


Be : Punjab Cotton Mills Co., Ltd. 


We regret to inform you that a godown containing 200 
bales of cotton belonging to the above company and situated 
in the compound of their own null caught re and * 
-totally destroyed. The cause of the fire is not as yet kno 
but i/is believed that a spark coming out of the chimney cf 
the null passed through the ventilator the godown ana 

fell upon loose cotton which was lying in tha sam g 
m winch the cotton bales in question had been stored^ The 

olose cotton was soon on fire and the ^ ! be go down 

involved. Before the fire-brigade could * e p a J? 

had been gutted down and the contents reduced to ashes. 
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The cotton bales of the mill company -were pledged to 
the bank as security against the cash credit account which 
this day shows a debit balance of Rs 15,000 exclusive of 
interest from 1st January 1937. The stock was fully insured 
with she New Insurance Company Limited and the Policy 
issigned in our favour As soon as the occurrence of the 
ire came known to us we wired to the Insurance Company 
concerned as under : — 


" Fire mgodown Punjab Cotton M ills loss estimated, 

Re. 20,0 1>0 arrange assessment” 

As soon as assessment is over we shall receive the 
amount of the claim from the Insurance Company and get 
our account adjusted We may add that if the claim of 
the borrowers against the Insurance Company is fully 
admitted, which is likely to be, we shall be recovering our 
dues in full. 

Yours faithfully, 

A. B C. 

Manager. 

Question : — Answer either (o) or (6) 

(a) An Anglo-Indian constituent *of the Branch m which 
you are serving dies, leaving (a) a current account credit 
balance of f’Rs 3,500 in his single name, and (b) Govern- 
ment Securities worth Rs. 14,000 in safe custody in his 
single name Write a reply to an enquiry fiom the widow 
of 1 he deceased advising her how she should proceed with a 
view to obtaining possession of the deceased’s assets The 
bank had received no previous intimation of the party’s 
death. r J 


(6) The Managers of five Scheduled Banks in your 
centre convene a meeting to discuss the advisability of 
establishing a Clearing House and eventually decide m 
favour. Report the matter to your Head Office. 


Answer — (a) 


NEW DELHI 

Mbs. M White, 

6, Pall Mall, 

FARGAON, 


BANK LIMITED, 

Agra, 7th October, 1947. 


Madam, 


We have to acknowledge receipt of yoUr letter of the 
1st instant and' very much regret to learn of the death of 
your husband. 
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2. It will now be necessary for jmu to obtain, from a 
competent Court, legal representation to the estate of your 
deceased husband in the form applicable according to the 
circumstances of the case. If your husband has left a will 
it will be necessary, preferably through your Solicitors, to 
prove the will and obtain Probate thereof from the Court, 
f If he has left no will, your Solicitors will require to apply 
to the Court of Letters of Administration, authorising you 
(or some other nominated person) to collect the assets of your 
late husband and thereafter deal with them according to 
law 


3. Our Executor and Trustee Department, which is 
accustomed to handling matters of this nature, will be very 
pleased to assist you with the administration of the estate 
if you so desire, and we enclose a copy of our booklet 
giving details of the procedure to be followed. 

4 We confirm that , there are Government Securities ' 
of the iace value of its. 14,000 lying with us m Mr White’s 
single. name and also a current account balance of Its 3,600 
5. In the meantime, please send us a Death Ceitificate 
for registration m our books, and advise us if we can assist 
you in any way with the legal formalities now necessaiy. 


Yours faithfully, 

A» B. C. 

Manager. 


Answer . — (fc) 

GREAT ORIENT BANK LIMITED 

Amritsar, 7th Ootober, 1947. 


The General Manager, 

Great Orient Bank Ltd , ' 

CALCUTTA, \ 

Dear Sir, 

Re . Cleanng House for Amritsar. 


We beg to inform you that within recent months there 
has been a substantial increase m the number of local 
cheques which this branch has been receiving for collection 
from the up-country branches and agents The average 
number of cheques per day for the last month came to <w. 
Similarly, the number of cheques < which have been presen 
upon us for payment by other local banks Jhas confident y 
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arisen As no Clearing ’House had been m existence m 
this town the cheques had to be presented through our 
walk-clerk and it took him the whole day to present such 
cheques and receive payments. I took the opportunity to 
take the opinion of the Mangers of the other scheduled 
, banks operating here as to the advisability of establishing a 
Clearmg House for this place so that we could minimise the 
labour and expense m collecting cheques All of them 
consented to support my proposal and an informal meeting 
' was arranged in our ' bank premises to chalk out the lines 
on which the Clearing House may be run In addition to 
the undersigned, the managers of the following banks took 
i part in the deliberations of the meeting . 

(1) Prosperity Kank Ltd , (2) Paramount Bank "Ltd , 
(3) Giand National Bank Ltd , (4) Apex Bank Ltd. 

It was decided that the Apex Batik should serve as a 
Clearing Bank and transactions relating to the Clearing 
House should be handled by it It was also decided that 
the representative of each Member-Bank should assemble 
at 2 p m in the premises of the Apex Bank for the purposes 
of carryihg on clearmg business. it was further resolved 
that for the present there should be one clearmg at 2 p. m 
but should the volume of the business permit the number 
of clearings may be increased to two, first at 12 noon and 
the second at 2 p m 

< Yours faithfully, 

ABC 

Q Manager. 

Question —Answer either (a) or (6) 

(а) On arrival at your office one morning you find that 
yon have lost the key of the Strong Boom and despite 
diligent search the key cannot be traced ■. You communicate 
with the nearest Branch where the j" duplicates in the safe 
custody and obtain the duplicate m due course 

Beport the matter to your Head Office stating what 
precautions you have taken to safeguard the bank’s interests 

(б) Draft an appropriate f skeleton certificate addressed 
to the Head Office of a Bank, suitable for use m the case 
of one agent having taken over charge of a Branch from 
another 
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Answer ■ — (a) 

GREAT ORIENT BANK LIMITED, 

Jubbulpur, 19th January, 1948. 

The General Managek, . 

Great Orient Bank Ltd , 

BOMBAY. 

Dear Sir, 

I regret to have to advise that on arrival at office this 
morning, 1 discovered that the key of the Branch Strong 
Room was missing The key was m my possession when I 
left my bungalow this mornmg, but appears to have fallen 
from my pocket on the way to the office A thorough search 
has been, and is still being made, but so far it has not been 
traced. 

' a 

, So that there should he as little dislocation m the Office 
as possible, I wired immediately to Suntown Branch asking 
them to despatch this branch’s duplicate keys by the quickest 
possible means Fortunately, the cheque book issued to us 
by the Apex Bank with whom we are keeping a current 
account was lying in another safe the keys of which were 
m my possession I lsused a cheque for Rs 50,000 upon 
the Branch current account and commenced the day’s work. 
By this means there was no interruption in our normal 
business and the duplicate keys arrived by messenger at 
2-30 p.m. 

"Until such time as the key is found or the setting of 
the Strong Room Door lock is altered, I have arranged with 
the D. S P. to post a police guard of 1 Head Constable and 
4 Constables inside the Branch Premises 

Even although the missing key is eventually traced, 

I beg to suggest that the setting of the lock levers be faltered 
and a new key obtained, and I shall be obliged if you will 
kindly arrange to send Messrs. Fishlock’s representative 
to undertake the resetting of the lock as soon as ipossible. 

I very much regret the occurrence of this incident, but 
would assure you that all regulations for the safety and 
custody of the key were being observed without exception. 

Yours faithfully, 

A. B. C* 

Manager. 
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Answer:— (b) 

Place 

... 

The Managing Director, 

Great Oriental Bank Ltd , 

BOMBAY. 

Dear Sir, 

I beg to report tbat I have taken over complete charge 
of the Branch including — 

(a) Cash on hand, 

(b) Branch accounts with other Banks. - 

(c) Branch accounts with Head Office and other Bran- 

ches 

(d) Securities held against advances— Loan Overdrafts, 

Local Bills discounted, Cash Credits etc 

(e) Branch Investments m Government papers. Shares 

in Joint Stock Companies etc. 

(/) Important Securities 
(g) Safe Custody articles 

(7, ) Bullion, gold and silver ornament held as security 
against advances 

(i) Furniture and Stationery. 

(j) Bank’6 property. 

The branches and other Banks’ accounts were reconciled 
and found in order. I have checked the godowns and verified 
the stocks held as security agamst Cash Credit Accounts., 
All Books have been balanced 

Mr has been relieved from to-day- ^ enoon — 

J afternoon 

Yours faithfully, 

A. B. C. 

Agent. 

Question — (a) Your are m charge of a small up-country 
branch of ycur tank, distant one day’s journey from your 
Head Office, and have a staff of six clerks Your senior 
clerk is injured m a motor accident and likely to be in 
hospital for several weeks At the same time, one of your 
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remaining clerks is away with fever, and another has just 
returned to duty after an illness and is not capahle of 
strenuous work. You decide you must have assistance im- 
mediately from your Head Office — 

Write a copy of your telegram to your Head Office 
asking for senior relief clerk to be sent to you at once, and 
write a confirming letter to them giving your reasons for 
requiring assistance urgently and explaining briefly how you 
propose to adjust the work till your staff is at full strength. 

(b) As is/ a customer of your branch and has an over- 
draft arrangement with jou up to Rs. 10,000 against indus- 
trial shares, duly charged to your Bank, which were, when 
the arrangement was made, valued at Rs. 20,000 according 
to the then market quotations There has recently been a 
general fall in share prices and, at the current quotation, 
the shares held by you against this overdraft are only worth 
Rs 7 5 per cent of their market value when you fixed the 
limit, while the future trend of the market is very {uncertain 
You decide that you must have the limit reduced to Rs. 7,500 
on the existing security, or that, otherwise, further security, 
must be deposited 

Write an appropriate letter to A, informing him of the 
position and asking him to make such arrangements as are 
necessary to comply with your requirements 

Answer. — (a) The telegram may be sent in the following 
form : — 

* Hands unavoidably short send one senior relief 
immediately letter follows.” 

The confirmation of this telegram may be drafted as 
under — 

Ahmedabad 4-3-1948. 

Tiie Managing Direct on, 

POPULAR BANK. OF INDIA. 

BOMBAY. 

Dear Sir, 

REGARDING STAFF 

When I came to the office this niormg I was informed 
that while our Ledger Keeper Mr A was coming to the 
office las cycle collided with a Motor Car aud lie was 
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_ hKe removed to the hospital iin an 

knocked dowa He had tb ^^ precarious condition 

unconscious state He is * the offioe for a fortnight, 

and ,s likely to««“ g attendmg the. Office since 
Another Clerk, Mr. a has 101 , Tl f ls T, rci bable that 

Monday last as he is down with *yP h « d - “ “ 1 q om 

only three persons but I feel that the work is so heavy that it 
is not possible for the present staff to cope with it 1 have 
been, therefore, compelled to send you a telegram this morning 

as under — 

"Hands unavoidable short send one senior relief letter 
follows” . t 

> Which I now confirm I trust you would have ordered 
one of your relieving clerks to join us. I may require his 
services for a fortoight but in any case he will be relieved no 
sooner one of the two elerks, who are now on sick 'leave, re-joms 

the offioe. ' ' 

Yours faithfully. 


X. Y'Z. 




Answer (6) 

POPULAR BANK OF INDIA 

~ Lahore, 20-3-1948 1] 

D R Mehta Esq , 

14, The MaU, 


Dear Sir, 

On second January 1939, when you last called here you 
were informed that your application for the overdraft limit of 
Rs 10,000 had been granted by our Head Offioe. 

We then pointed out to you that this bank made a term 
of an agreement to advance money to a customer that such loan 
should at no time exceed 50% of the value of the security 
which is deposited to secure the account, and that it was within 
our accretion to ask you to deposit further security or reduce 
the balance at any time, faffing which the bank would not be 
under any obligation to continue the advance. 
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In. ’pursuance of this agt'efement you deposited with us as 
security — 

60 fully paid up shares of Be, 100 each 
in the Indian Steel Company 
Market Value ... Ba. 10,000 0 0 


200 shares of Bs. 60 each in the 
National Copper Corporation 
Market Value 


Bs. 10,000 0 0 


Total Bs. 20,000 0 0 


You are probably aware that the share market witnessed 
a steep slump during the last few days owing to tense political 
situation in Europe. The shares of industrial companies have 
'suffered worst and on revaluation of jour security we find that 
the total market value now comes to Bs. 16,000. The market 
conditions are still uncertain and there is a likelihood of the, 
prices of the shares sagging further Your account is over- 
drawn to the limit of Bs. 10,000 and therefore the total value 
of your security estimated by us at Bs. 16,000 falls short of 
the required margin by atleast Bs. 2,600. 

In these circumstances we must ask you either to arrange 
to reduce your overdraft by that amount or to deposit 
additional Security. 

Yours faithfully, 


A. B. C. 


Manager. 


Question (o) In the annual report of the working of 

vour branch for 1939, which disclosed increasing business, you 
have pointed out that your present local premises are not 
sufficiently laTge for the business of the branch : but at that 
time, you were unable to find any more suitable premises 
available elsewhere m your town You have since found ou 
that certain premises, which you consider ermnentty suitably 
will shortly be vacant and that you can obtain them at an 
economical rental Also that, if your bank were agreeable the 
■premises could alternatively be purchased at a comparative y 
low fieure which you consider preferable to talcing them on 
lease Uf You recommend that the bank should take these 
premises 
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Wnte a letter to your Head Office' giving details of the 
premises, their suitability for the business of the branch— 
from the points of view of site and construction — and the 
reason? for your considering it preferable to purchase them 
rather than take them on a lease. 

(6) You have some weeks ago issued to one of your 
customers, a person of small means, a draft on your Colombo 
branch, drawn m duplicate in favour of third party Your 
customer advises you that the draft has been lost by the payee 
and asks for a fresh draft to replace it. This of course you are 
not prepared to give without an adequate indemnity , and, fur- 
ther, you consider it desirable to obtain more definite detail as 
to how the draft came to be lost and what has happened to the 
duplicate of the draft. 

/ Write a suitable letter to your customer, asking him to 
let you have more derailed information as to the loss and 
explaining to him the nature o^ the indemnity your hank will 
require, before a fresh draft can be issued, at the same time 
raising the question of the disposal of the duplicate of the 
missing draft * 1 


Answer — (a) 

POPULAR BANK OF INDIA 


Lahore, • 
4th January,1948. 


The Manager, 

POPULAR BANK OF INDIA, 

BOMBAY, 

Dear Six, 

Re. Premise* 

We beg to point out that the present premises were 
acquired by us on rent When we newly opened our branch at 
this place. At that time we had a staff of 10 clerks but soon 
after our business expanded to great dimensions and we went 

=555? r =s 

part of the tWnuoiff maae f a * Te “°W from the best business 
part ot tne thoroughfare and our customers are nut + r , n 
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Exceptionally central and .prominent freeholdl premises 
with a frontage of 150 ft. and with a depth of 100 ft. situated 
at the Napier Road corner will become vacant very shortly. 
They consist of one Big Hall measuring 75 x 50 feet, two 
office rooms each measuring 30 X 20 and few more back rooms' 
which can be used for Record, Stationery any Godowns. All 
the rooms are well lighted by windows, have electric installa- 
tion, and have heating and cooling arrangements. The building 
is in the busiest part of the towu and if we shift to it we shall 
he placed in a position to provide service to many of our 
customers at their very doors. This wbuld naturally lead to 
the development of our business still further. 


The premises belong to Mr R. K. Mehta who offers them 
to us for Rs. 50,000 or he would agree to grant a lease for ten 
years at Rs. 450 per mensem. We enclose a photograph of 
these premises and we do not think that the cost of altering 
them to suit banking requirements would be .considerable. 
We are of opinion that the bank should go in for these premises 
rather than take them on lease. The Bank shall have to invest 
Rs 50,000 plus a small amount, Bay Ra. 2,000 on alterations 
and additions to make the premises Buited to our requirements 
Considering the easy money market condition and the present 
deposit rates at which long term deposits can be had the 
annual cost to the bank Will not be more than Rs. 2,000. Ob- 
viously there will he a considerable saving to the bank m rent 
In case our suggestion is adopted. 


We shall be glad if our letter is placed before the Board 
and their ' views communicated to us so that a e may begin 
our negotiations with the landlord before the present lease 
expires 


Answer : — ( b ) 


Yours faithfully, 
X. Y. Z. 
Manager . 


POPULAR BANK OF INDIA, 

Bombay, 

4th January 1948. 

J. K RAMA, Esq.; 

24, Duncan Road, 

Bombay. 


Dear Sm, 


Re: Lost Draft 


We are in receipt of your letter of the 3rd inst. advising 
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us of the loss of D/Dfb No. 6/56 for Rs 1,000 'issued by 
us in favour of Percy' R. Menon on our Colombo Branch. 
You have not, however, given to us the full details as to 
how the payee happened to lose the draft, nor you have 
stated the disposal of the 2nd of exchange of the said draft. 
You are aware that the draft m question was drawri by us m, 
a set of two. .The idea was that the original draft should 
be sent by you to the payee by first mail and the duplicate 
copy by the following mail so that m the event of the 
ongmal draft going astray in transit the beneficiary ciuld 
utilise the duplicate draft and reoeive its payment and thus 
avoid any loss. It seems that you did not observe this 
precaution and sent both drafts to the payee ' by the same 
mail. If we are wrong in our presumption, kindly inform 
us what has happened to the duplicate draft 

We are unable to supply you \tith a fresh draft with- 
out making enquiries from our Colombo Branch to satisfy 
ourselves that the previous draft has not been paid by them 
and at the same time asking them to gnaid against its 
fraudulent use. Even if the draft is reported to be out- 
standing you will be required to execute, jointly with the 
payee an indemnity bond on one rupee paper undertaking to 
hold the hank harmless and to indemnify it against all Jusbes 
resulting through our issuing a fresh draft 

W e shall revert to the subject after hearing from our 
Colombo Branch to whom we are addressing to-day 

Yours faithfully, 

X. Y. Z. 

Man -ager. 


* Queninn (a )— A manufacturing company with an 
account at your branch requires T additional funds m the first 
fifteen days of each month about the 16tb of each month 
their debtors invariably pay more than sufficient to clear ofi 
the overdraft No good security can be given, as the 
companv has issued debentures to a large amount report 
to the head office as to the circumstances and make 
recommendati ons . 

(6) Write to the secretary of a limited company the 
account of which has been overdrawn without advice to 
you You wish to retain the connection and have accor- 
dingly honoured cheques on presentation. 
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Anncer — (a) 

Popular Bank of India Ltd., 
< j Lahore. 

„ ’ 1st January 1948. 

The General Manager, 

POPULAR BANK OF INDIA Ltd., 

Bombay. 

Dear Sir, 

Re.: Punjab Textiles Ltd. 


The above , company, which is registered , under the 
Indian Companies Act as a Public Limited Company, is one 
of the biggest clients of our branch having dealt with us for 
the last ten years. It manufactures cotton piece-goods for 
which a large demand has risen in our province owing to 
the fall in the imports of foreign cotton .goods due to the 
present European war. The Company is making large 
profits and the Directors hope not only to clear all the 
arrears of dividend on preference shakes but also to pay a 
dividend of at least ten per cent, to the ordinary shareholders. 

The company is keeping a currlnt account with us in 
which an average daily balance of‘ Rs 16,900 has been 
maintained during the last six months. It, however, with- 
draws whole of its balance in the first week of the month as 
it has to meet its bills for cotton purchased by it in the 
market. Its own available resources being insufficient to • 
cover such purchases it requires additional funds for the 
purpose Its arrangements with its, own debtors are to 
allow them a credit of 'one month and generally they paj 
. the company’s bills after the 15th of a month so that the 
company has enough funds after the 15tb of each month to 
clear the overdraft which its drawings upon the bank may 
create m the earlier part of the month. But the company 
has no security to offer to secure such a temporary overdraft. 

It has issued 6 per cent debentures for Rs. 2 lacs secured by 
a charge on the fixed as well as 1 floating assets of the 
company viz. Land and Building, Plant and Machinery, 
Stock m Trade etc. It has, however, a reserve liability of 
the shareholders for unpaid capital to the extent of Rs. one 
lac on which the bank can rely as a security in the event of 
the company's failure although there are very remote 
chances of such contingency arising on account of the 
prosperous times which now awaat the company. 

It remains to add that the overdraft will not exceed 
Rs 20,000 m any month and will be subject to an interest 
of four per cent per annum. It is, therefore, recommended 


WGUSH COMPOSITION 

* f \ ’ '!'*/ 



that the proposal 'may please be considered favourably and 
your deoiBion communicated to us in due course. 

Answer : — (6) 

Popular Bank of India, 
"" Lafiore, 

v 1st Jany.,' 1948. 


Messrs. KRISHNA TRADING CO. Ltd. 
Lahore. 


Dear Sir, 

Kindlvnote that by payment of our cheque for 
Rs. 12,000 favouring Mr Homi Mehta your account ■ shows 
a debit balance of Rs. 3,000 (Rupees Three Thousand) at 
the close of busmess to-day 

We think it advisable to inform you of this fin case it 
may be due to any error on our part, or m case a remittance 
intended for the credit of your account may not have 
reached the Bank. 

Yours faithfully, 

X. Y. Z. 

Manager. 

Question (a).— Your customer. Major Smith, command- 
ing a detachment of signals sends a cheque m for his credit 
made payable to " the Officer Commanding, District Signals 
or Order” Write to him and explain why you are unable 
to credit hie acoount with 'the 1 amount of the cheque and 
’suggest ways for overcoming the difficulty. 

[h) One of your customers, a - motor firrq, has recently 
undertaken a new agency and requires finance for the 
purehase of new cars. Write to , your Head out- 

lining your ideas for helping your customers and giving 
Head Office sufficient information about the Company, to 
enable them to give you a decision 

Answer — (a) 

POPULAR BANK OP INDIA . 

Bombay, 25th January, 1948. 

District Signals, 

Dear Sir, 

We are in receipt of your letterj dated 24th instant 


Major Smith, 

Officer Commanding 
Bombay 
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together with a cheque [for Rs. 1,000 favpuring the Officer 
Commanding District 'Signals which you want us to credit 
to your personal account on realisation. In this connection 
we have to point out that the cheque being payable to you 
in your official capacity, we regret to say that we are unable 
to give effect to your instructions for it is against the 
established .principles and practice of hanking to collect 
cheques for an agent, when on the face of them they 
represent trust money. The cheque having been received by 
you in a fiduciary capacity must necessarily go into the credit 
of your Unit’s account and not into your personal account. 
Since the cheque is uncrossed we can pay the amount to 
you on our counter on your giving us a discharge on the 
cheque in your official capacity. 

Yours faithfully, 

X. Y. Z. 

■ Manager. 

Answer : — (b) 

POPULAR BANK OF INDIA 

, Lahore, 6th May, 1947. 

The General Manager, 

Popular Bank of India, 

Bombay, 

Dear Sir, 

tie : Lahore Automobile Co. 

The [Lahore Automobiles Co. are one of our . valued 
customers. They deal in ' motor cars, trucks and accessories 
and have recently been successful m acquiring agency of 
Chivalry Car for Northern India. They have approached us 
for an overdraft of Rb 60,000 for financing their new busi- 
ness. They have no objection to put the new cars bought 
by them from their principals m our possession as security. 
The cars will remain in their own show rooms but shall be 
locked by the bank and shall not be removed from the 
premises - without our express permission The cars shall be 
insured' for their full value in Bank’s name with some 
approved Insurance Co. The firm agree to maintain at all 
times a margin of 26% on the value of cars-which shall not 
be advanced against in excess of their Invoice Value. 

The firm is a highly respectable and well founded concern 
and we feel assured that we can rely upon their business 
acumen in any engagements 'to which they may commit 
themselves. ‘The partners A. B. C. and X. Y. Z, command 
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a fair credit in the market and are reputed to be men of 
substantial means. ] In dealing with them our money shall 
not be open to any serious risk. The proposal 1 is 1 worth consi- 
dering and we' shall be pleased if it receives your approval. 
We enclose herewith a financial report on the bank’s standard 
form 'oh the firm which gives an estimate of their worth 
aa computed by us and corroborated through independent 
sources. 


Yours faithfully, 
S. ft P. 
Manager. 


WORDS AND IDIOMS 

Question — Write five short sentences, each containing 
its 6 full mearii^ 0 ^° Win ^ wort ^ s cor rectly used so as to bring out 

Mobilise, inevitable, monopoly, analogous. 

Answer. Mobilise =To call into service as troops ;\ 
Illustration ; 

Banks can render a useful service by mobilising the idle 
capital of the country. 

Inevitabie=Not .able to be avoided , cannot be escaped. 
Illustration z 

The inevitable result of the failure of ihe Great Povers 
to prevent war between China and Japan would be a 
world, war. , 

Monopoly =The sole power of dealing m anything. 
Illustration 

JKSThSES. 11 h '> M * ^ — p* 

Analogous =bearmg some correspondence with or 
resemblance to. 
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Illustration ; 

The principle on which the Law of Diminishing Reborns 
' is based is analogous to the Law of Substitution. 

Question. — Give the meanings of the following 

phrases : — 

A new broom ; A clean sweep ; On the carpet ; To 
bum one’s fingers; To water down; To pin down; To 
score off; To face the music; To shut up shop; To talk 
shop. 

Answer. — A New Broom=Newly appointed official eager 
to sweep away abuses. 

Clean sweep— Complete riddance. 

Illustration : 

New brooms clean sweep. 

Persons newly appointed to office or position zealously 
and enthusiastically correct the mistakes made by their 
•predecessors. Also those ' 1 recently installed wish to introduce 
new methods and sweep away the old. 

On the carpet =Under discussion. 

To burn one’3 fingers =To get into trouble. 

, t 

Illustration : 

He burnt his fingers by interfering in his neighbour’s 
affairs. 

\ 

To water down =To make ( details of stofy etc. ) less 
vivid or horrifying 

To pin down=To brad (person etc ) 

To sco» ofi=It is a slang term meaning to inflict 
some humiliation on. 

To face the music— To accept the situation at its 
worst , to face one’s critics ; not shirk. 

'To shut up shop- 1 - To abandon any enterprise, to cease 
doing anything. 

To talk ahop=To talk exclusively about one’s business 
and professional affairs. 

1 
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Illustration • 

It is not etiquette to talk shop on social occasions. 

Question —Compose brief passages each containing one 
of the following phrases (The wording of the phrase may- 
be modified if necessary). 

To throw up the sponge ; to sing small ; to pay the 
piper ; a fool’s paradise ■; double or quits, to kick over traces ; 
salad days , to bury the hatchet , to come to hand. 

Answer — To throw up the sponge=To surrender in 
despair 

Illustration 

He tried repeatedly to explain but eventually threw up 
the sponge. 

To sing sriiall=To assume a humble tone, to play a 
minor part. 

To pay the piper =To bear the cost or charges. 

The Chambers of Commerce may call for the tune, but 
the people will have to play the piper. 

A fool's paradise— A state of fahoity based on fictitious 
hopes. ' , , 

Illustration 

He lives in fool’s paradise who defpends on memorising 
and thinks he has finished bis education by those 
means. 

Double or quits =In gambling, said when a stake due 
is either to become double or he reduced to nothing, 
according to the issue of a certain chance. 

To kick over the traces =To throw of control. 

Salad days=Days of youthful inexperience 

Illustration 

How are not your salad days and you must begin to 
feel your responsibilities 

/ 

To bury the hatchet— To cease fighting, to make 

peace 
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Illustration : 

/ 

Let us now, bury the hatchet and work for the advanoe* 

ment of the country. 

ft* t i 

To come to hand=To be delivered. 

Question. — Give accurately the ’meaning of each of the 
following f expressions or words* Use each correctly in a 
sentence so as to bring out its meaning : — < 

(a) The handwriting on the wall. , 

(b) , To be a square peg in a round hole. 

(c) .To exact one pound of flesh. 

(d) A Quixotic scheme. 

(e) A busman’s holiday. 

Ansuer. - (a) Handu rtting cn the wall — An inscrip- 
tion or indication of threatening disaster , an ill amen , 
something mysterious , allusion to Belshazzar’s feast where 
the words Mene, Mens, Takel Upharsm were written on the 
wall. Belshazzar was slam. 

Example Your talk is like the handwriting on the 

wall. 

(6) A square peg in a round hole — A person who does 
not fit in with his surroundings oi/iB not suited to his 
occupation. 

Example : Though his brother’s influence, got him the 
agentship it became soon evident that he, was a square peg 
in a round hole. ' • 

(c) To exact one pound of flesh. — To demand .the 
utmost penalty of Law as ! did Shylock of Antonio in 
Shakespeare’s Merchant of Venice. 

Example . All efforts for a compromise failed since he- 
would exact nothing hut a pound of flesh. 

(d) A Quixotic Scheme.— A romantic and absurd plan. 

Question * Write ten short sentences each containing 
one of the following words correctly used so as to bring out 
its full meaning • — 

Sumptuous, Mitigate; Leeway; Universal; Conti- 
nuous; Automatically; Athwart; Pertinent ; Wherewith ; Judi- 
cial. 
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Answer — Sumptuous = Costly ; magnificent. 

Illustration : 

We had a sumptuous dinner at Rama’s houss jyesterday. 
Mitigate =To lessen the severity of 
Illustration : 

I hope this remedy will mitigate your sufferings, even if 
it cannot entirely relieve them. 

Leeway —The drifting or deviation of a ship to the 
leeway of her course To make up leeway meaning to 
‘ overtake work m arrear 

Illustration • 

Much leeway has been made in scalmg dowa the 
permanent debt of the agriculturists in the last 
decade. 

Universal ^Comprehending, affecting or extending to 
the whole. 

Illustration . 

Mahatma Gandhi is held in universal esteem for his 
peace-making efforts. 

Continuous =■ Joined together without interruption. 
Illustration • 

The continuous noise made by the drum-beaters disturbed 
him in his studies. 

Automatically =Without any action from outside ; of 

itself 


Illustration ■ 

A printing machine which works automatically [has been 
recently invented 

Athwart = Wrongly, perplexingly 

Pertinent=To tbe point. 

Illustration 

He raised a pertinent question when he asked the 
objects of tbe movement wbjch the leaders wanted 
to initiate 
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Wherewith = With which. 

Ilustration : 

He has not the requisite capital wherewith to carry on 
the business. 

Judicial “Pertaining to a judge or court of justice ; 
established by Statute. 

Illustration ' 

The judicious separation enabled both of them io live 
independently of each other. 


FIGURES OF SPEECH 

Question Explain fully with illustrations five of the 

following / terms Metaphor Antithesis. Bathos, Climax, 

Hyperbole, Euphemisni, Tautology, Saleeism. 

\ 

Answer — 1. Metephor. — Metaphor is an implied re- 
semblance in one particular of things which are otherwise 
unlike it. It expresses one thing in the terms of another 
implying thereby that one thing is another. It may be need 
as a Noun and an Adjective or a Verb. 

Illustrations — Noun : — 

(а) His eldest son is the star (brightest member) of 
the family. 

(б) He is now in the sun-set (decline) of his family. 

Adjective : — ■> 

(a) He missed a golden opportunity. 

(5) He delivered a fiery speech yesterday. 

Verb : — 

(а) The town was stormed after a long siege. 

(б) He was fond of blowing his own trumpet (prais- 
ing himself). 

2. Antithesis — Just as in Similies and Metaphors two 
or more things are brought together for the purpose of re- 
ttmblance so they are brought together m Antithesis for the 
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purpose of contrast. One idea is Bet Against another in order 
that the stronger may out-weigh the weaker and secure 
prominence thereby. This figure of speech is employed as 
an effective means of obtaining clearness and impressive- 
ness. 

Illustrations : 

(a) As Ceaser loved me I weep for him , as he was 

fortunate I rejoice at him , as he was valiant I 
honour him , but as he was ambitious, I slew 
him. There is tear for his love, for his 

fortune , honour for his valour ; and death for 
his Ambition. 

(b) They speak like saints and act like devils. 

3. Climax means a ladder m Greek, and the word ib 
used to denote a figure of speech which suggests climbing. 
The writer leads to his mam point ,by degrees, beginning 
with the least , important idea and ending with the most 
important , In other words, Climax expresses a gradation 
of ideas each of which is contrasted with the preceding one 

Illustrations : 

(а) Some books are to be tasted, others to be swallow- 

ed, and some few' to be chewed and digested. 

(б) Threaten him; imprison him; torture him, kill 

him , you will not induce him to betray his 
country 

4. Bathos —It is the opposite of Climax and is, there- 
fore, called also anti- climax The least important idea 
18 put last and, therefore, signifies discent from the higher 
to the lower. 


COMMON ERRORS AND THEIR CORRECTIONS 

Question —In the following notices and saymgs confused 
thought has led to confused expression and use of words ; 
amend or explain them . 

(a) No more room inside unless you go on top. 

(b) For sale a gold watoh by an oid lady about to 

cross the Channel in a Wash-leather case 
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(c) No vehicle drawn by more than one horse is 

allowed to cross this bridge in opposite direction 
at the same time. 

(d) Sit on the end of stove and stir constantly. 

(e) Candidates may bring with them pens, pencils and 

blotting-paper. But the invigilator has power to 
prohibit the use of all these things.* 

(/) Row the race of life with your eyes fixed firmly 
on the goal. 

(gr) The old prison will be used while the new is 
being constructed ..The new prison will be 
' erected from the materia Is of the old prison. 

(ft) For sale. A bull dog : will eat anything, very 
fond of children. 

Answer. — (a) What the speaker intended to mean was 
'.hat there was no more room availbable in the ground floor 
and the visitor could be accommodated if he cared to go to 
the upper storey. 

(ft) “For sale, a gold watch in a wash-leather case by 
an old lady about to cross the Channel.” (In this sentence 
the rule of proximity has been violated. The general rule 
is that the parts of a sentence that are most closely related 
'in thought should be placed nearest to each other. The 
words in a wash-leather case relate to the watch and should, 
therefore, be placed near to it). 

(c) “Vehicles drawn by more than one horse are not 
allowed to cross this bridge at the same time in opposite 
directions.” (Want of care in the use of qualifying phrases 
has produced confused and slip-shod writing. The sentence 
has, therefore, been wholly re-cast.) 

(d) “ Sit by the end of the stove and stir constantly.” 
(One cannot sit on the end of the stove. On should be re- 
placed by word hy to mean near the stove ) 

(e) “The. candidates may bring pens, psncils and blot- 
ting paper with them but the supervisor has power to 
prohibit the use of any of these things.” (pens, pencils etc., 
should be placed close to bring in orders that the rule 
governing the position of words may be fully observed. 
Invigilator is wrong word and should be replaced by 
Supervisor. But is a connection and should, therefore, bf 
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used to join the two sentences, The full stop should, 
therefore, -be omitted and' the two sentences' made conti- 
nuous) 

(/) “Row the race of life with your eyes fixed firmly on 
the goal ” (The meaning conveyed by the sentenoe is that 
one should not give the object of his life but should 
endeavour, while he lives m the world, to achieve the goal ) 

(?) The two sentences convey contradictory meanings. 
If the old 'prison is to be used while the new is under 
construction, it is beyond one’s comprehension how the 
material of the old prison oan be used for the construction 
of the new. 


(h) “For sale a, bull dog, very fond of children; will 
eat anything." (The words very fond of children if used 
after will eat anything convey the idea that the dog is fond 
of eating children although the notioe intended to indicate 
that it loves children). % 


Question — (Alternative). Write five short sentences 
each containing one of the following words oorreotly used so 
. s o bring its full meaning — Affect, collusion: mutual: 
transpire, intermittent; unique. 


Answer--^ 

Affect=The noise affects his study, 

Colluaion=A secret agreement to deceive. 

Illustration • 

The thieves acted in collusion with the police 

Mutual = Equally affeoting two or more ' 

Illustration. 

It was thought that the agreement was made with the 
idea of bringing mutual advantage to the subscrib- 
ing parties 

Transpire— becoming public 

Illustration. 

The whole story at lengtli transpired and everybody 
oame to know of wbat bad happened 

Intermittent =Ceasing at intervals — 
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Illustration’. 

i * J - ' »• „ , 

,The intermittent spring added to the beauty of the 
park. 

Unique —Without a like or equal. 

Illiistrdiidn: 

, This is believed to be unique instance in the politi- 
cal history of India. 

Question. Correct the errors of the following sen- 
tences: — 

(a) Hurtying along the road dropped suddebly to- 
wards the river, about a mile away. 

{b) Bicycles are not allowed bn the maidan; anyone 
doing so will be prosecuted. 

(cj He- writes, like his father does. . 

(d) Scarcely had he started than he turned back. 

Answer : — . 

(а) Ab -I hurried 1 aloijg the road dropped suddenly 

towards the river, about a mile away. 

(б) Bicycles are not allowed on the maidan; any- 

one bringing them for (or violating this rule) will be 
prosecuted. 

(c) He writes as his father does. 

(d) Scarcely had he started when he turned back. 

Question Correct the following sentences if necessary 

and give the reasons for your alteration: — 

(а) There can be no question of friendship between 

you and I. t 

(б) I can only count 14 persons present at the meet- 
rng. 

(c) The reasons for these sort of things are obvious. 

Id) I ask you to kindly think before you speak. 

Answer. — (a) It should be "betweeu you and me”. 

The pronoun should be m the objective case 
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(6) It should be, “I cad count only 14 persons present 
at the meeting.” "Only” is misplaced. It is connected- 
with “person” and not -with "count” aud should, there- 
fore, be placed immediately before "persons”. As it is 
the sentence suggests a meaning different from that is in- 
tended. 

(e) The reason for*this sort of things is obvious. Reason 
being singular should be followed by a singular verb. 
Moreover only One sort is indicated, “sort” is singular and 
so “these” sbo'uld be "this”. 

(d) A«k may be replaced, by request because “Ask” 
implies subdued command whereas an advice is intended. 
/■To” 'should be removed to follow "kindly ” 


Question Rewrite the following sentences and state 

briefly the reasons for any changes m construction made 
bV you — 

(a) Mr. James White of Calcutta met with a ^serious 
accident last week , he is now quite an old man. 

(5) He went on a sea voyage in consequence of ill- 
health. N I , 


(c) He was fined for breaking a plate-glass window 

with a stick value Rs. 25 the property of 
- Mr X. 

(d) On attempting to extract the bullet the patient 

began to sink rapidly. 

(e) Many thanks lor jour letter [which I have 

forwarded to Mr. Smith and asked him to write 
direct bo you. 

{/) The illegibility of his writing caused great difficulty 
and the typist could not copy it. 


(g) The brave only deserve the fair. 


Answer -The "iule of proximity’ or the 
of words” is based on the fundamental principle tha 
which are to be thought of together muBt be &e s 

together i e , as closely together as the context P se3 

The same rule applies to the position of ^ 3e ntcncos 

and subordinate clauses In the f°^° ?u 0 ru le of 

cenfused thoughts have been produced 
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v proximity has 'been overlooked. 
. re-cast as under .— 


The sentences should 


' ,Mx ' James White of Calcutta' who is now ou 
an old man, met with a serious accident last week.” 9 


(6j “In 
- voyage." 


consequence of ill-health, he went 06 a s 


. (c) “He was fined for breaking with a stick a plat 

glass window valued Rs, 25 and the property of Mr. X 
(, < e words with a stick refer to breaking’ and shonl 
therefore, be placed close to it). • 


(d) “On our attempting to extract the bullet tl 
patient began to sink rapidly." (The Gerund -verb 
noun— must not be used so that its implied subject diffe 
from the subject of the sentence, unless it is qualified I 
a possessive objective The sentence may also be rewritti 
as under : — 


>" “On an attempt being made to extract the .bull 
etc 

-I * - ii< 

(e) “Many thanks for your kind letter which I hai 
forwarded to Mr. Smith. I have asked him to write dire' 

• to you” (In this sentence which’ is understood in tl 

subordinate clause and asked to you The won 

which are employed only when a relative has been us< 
in the sentence. Here and which is shown to be reiatt 
to letter although the words have reference to Mr. Smit 
The sentence, has therefore, been wholly recast as above). 

. I (/) “The illegibility cf his writing caused gre 
- difficulty to the tj pist who could not copy it." (The won 
, . caused great difficulty do not indicate to whom the difficul' 
was caused). 

(g) “Only the brave deserve the ifair.” (In tb 
sentence tnly is caused to qualify a wrong ,vord). 

■ Question —Correct the following sentences giving yoi 
reasons for any change you make : — > 

(a) It is not me he injures so much as himself. 

(b; I shall have great pleasure in accepting yoi' 
invitation. 
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' - ’ (fc) If I were old enough to marry, I am old enough 
to manage my own house. 1 

, ,(d) The river has overflown ltB banks. 

(e) To aim at public and private good 1 are far from 
consistent, 

Answer .*— “ It is not 1 he injures so much as himself ” 
“It is” should ,be followed by a personal pronoun in the 
nominative - case and not by a personal pronoun m the 
objective case, 

2. “ I have great pleasure, , eto The preposition 
" in" mdicates that the pleasure is attendant upon the act 
of "accepting*' and is contemporary with it. 

3 “To aim at public and at private good are far 
from being consistent”. The word “consistent” logically 
necessitates the idea of two things according with each 

other , the two things are “aiming at public good” and 

aiming at private good” The preposition const, therefore, 
oe repeated, because otherwise “public and private good” 
is bracketed together as the object of the single y»i,b . 

to aim , ’ When "at” is repeated, "to aim” is under- 

stood after “and”, hence the plural verb “are” has a 
plural subject. _ , 

4. “The river has' overflowed its hanks ” “Flown” 

“ flow ^ ,aSt partl0lple of “ fl y ”< not the past participle of 

6 “ If I am old enough to marry, I am old enough 

manage my own house, ” or “ If I were old enough to 
try, I shou'd he old enough to manage my own house.” 

®?ntence, as written, combined an lf-clause involving a 

ition incapable of fulfilment, with a then-clause involving 
iIIodtoI* 011 Ca -P a ^ e fulfilment It was, therefore. 


- —Correct the foliowmg sentences, giving full 

reasons for any changes made 

(o) The whole block of buildings including two 
furniture stores and a drapery establishment, 
were destroyed by the fire 

(6) My friend is more skilful than me in dealing 
with these kind of problems,' 
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(c), In this, year the monsoon failed, ,^hich caused 
a terrible famine throughout the provinces. 

{i} I had hoped to have found that more progress 
had been made. , , 

(e) Of all the other qualities "necessary' to achieve 
■ success, perseverance, is the more important. 

Answer . — (a) "The whole block of building including 
two furniture stores and a drapery establishment was destroy- 
ed by the fire”. (Replace the plural verb were by "the singular 
verb was to agree with its singular subject block. The 'verb 
was has been wrongly attracted to the plural were by the 
proximity of "two furniture stores and a, drapery establish- 
ment,” a parathentical phrase qualifying block). 

v (6) "My friend is more skilful than I 1 in dealing with 
these kinds of problems” ( Than should be followed by a 
pronoun in the Nominative Case and as such me should be 
replaced by I. These is plural demonstrative adjective, and 
should qualify a plural noun. Kind should be changed into 
Unis). ' 1 

(c) "In this year the monsoon ' failed and this caused a 
terrible famine throughout the province”. is unre- 

lated and should, therefore, be replaced by and this to indicate 
the failure of the monsoon which was the cause of , a terrible 
famine) . , 

(i d ) "I had hoped to find that more progress had been 
made.” (1'erfect Infinitive to have , found implies action 
completed prior to that of the mam verb have hope i. The 
present infinitive to find is here required) 

' H 

(e) "Of all the qualities necessary to achieve success, 
perseverance is the most important.” (Omit ol'ier. By 
using other , perseverance is wholly excluded from the class 
of qualities to which perseverance claims to belong). 

Replace more by most. The Superlative here is required 
as comparison is being made amongst more than two things. 
The sentence may also bo recast thus. 

"Perseverance is more important than any other quality 
which is neocssary to achieve success.” ,, 
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Question. —Rewrite the following sentences in good 
English explaining' precisely what is wrong with each: — 

(a) I shall have great pleasure in accepting your 
kind invitation: we will be happy to visit you. 

(b) He seldom looked at the picture, which he 
frequently did, without shedding tears. 

(c) A clergyman in Perthshire wishes to purchase a 
small pony to do the work of a minister. 

(d) Italy is a narrow tongue of land, the backbone 
of which is formed by the AppennineB., 

(e) There were very few passengers, who escaped 
without serious injury. 

Answer (a) “I- shall have great pleasure to accept 

your kind invitation and shall be happy to meet you.” 
("In accepting”' excludes the idea and should, therefore, 
be changed into to accept. We will should also "be 
replaced by I shall as we is a plural number while its 
antecedent is singular. Will shows firm determination 
and should, therefore, be changed into Shall, to indicate 
Willingness), 1 ** 

(t) “He frequently looked at the picture^ but seldpm 
without shedding tears ’’ (The rule of proximity has been 
ignored m this sentence. The general rule is that ]bhe parts of 
a sentehoe that are mostly related in thought should he replaced 
nearest to each other The writer means to say that ‘he seldom 
looked at the picture without shedding tears.’ Heiice ,£be 
sentence has been wholly re- cast as above) , > t i - 

(A) “Italy is a narrow tongue of land and its backbone is 
formed by the Appenmnes ” ' (Want of care ' in the use, of 
qualifying phrase has produced confused and slipshod wn^pg.. 
The conjunction which joins Appenmnes with 4 the tongue of land 
meaning that Appenmnes form the backbone ( of the tongue of 
land whereas the idea intended to be conveyed is thatAppeiimne., 
form the backbone of Italy’ 

(e) “There were very few passengers who escaped 
serious injuries.” (Without should be omited. altogether as it 

ia superfluous) ' : 

p Question .—Rewrite the following sentences in good 

a 8 *sh explaining precisely what is wrong with each* ■ > 

(®) I am neither an individualist in theory dr praotice. 
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(b) Wanted, a gentleman of good ability and pleasant 

1 manners to travel throughout North India. , < 

(c) Neither the religioritif the Missionaries nor the trade 
of the merchants is the cause of the anti-foreign 
movement in China, though both have been used as 
levers to envenom it. 

(d) We admit the gift’s generosity, but the Corporation 

, in accepting it will, we believe, be found to have 

saddled themselves with a white elephant. 

r- (e) I never remember to have felt an event more deeply 
than his death. 

Answer. — (a) '‘I am individualist neither in theory nor in 
practice.” Neither and nor should agree with the other words 
of speech in the sentence.) 

(6) “Wanted a gentleman of good ability and pleasant 
manners to travel throughout Northern India.” { North is a 
noun and should, therefore, be replaced by the adjective Nor* 
them to qualify India. A. noun cannot qualify a noun.) 

(c) The sentence does not require any modification. 

(d) We admit the donor’s generosity, but the Corporation 
in accepting the gift will, we believe, be found to have saddled 
themselves with a white elephant ” ( Generosity is shown , by, 
the Donor of a gift and not by the gift itself. Hence donors 
should be substituted for gift’s. It will be used if its antecedent 
has already been employed in any of the previous sentences. 
If no antecedent has already been used it will be, replaced by 
the words the gift). 

(e) “I remember never to have felt an event more deeply 
than his death.” ( Never , has been used to modify a wrong 
word). 

Queilion, Express in plain prose the ideas contained in 
the following 

(«) The pen is mightier than the Bword. 

(b) The trumpet of Fame hath sounded his deeds afar. 

(c) He doth bestride the narrow world hie a Colossus. 

(d) By his tactful speech he succeeded in pouring oil on 
the troubled waters. • , 
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(e) Consider your position carefully before you cross the 
Rubicon. 

(/) It is unwise to swap horses while crossing a stream, 

(?) He is modern Crosesus. 

(A) Sceptere and crown'must tumble down. 

And in the dust be equal made 

With the poor crooked scythe and spade. 

(i) Is not a patron, my lord, one who looks with 
unconcern on a man struggling for life in the water, 
and, when, he has reached ground, encumbershim 
with help t" (Di. Johnson). 

Answer. — (o) What sweet words can accomplish, repression 
cannot. 

(") Because of his deeds ■ he became known far and 
wide. 

(c) He exercises a vast influence over the world, and can 
mould the world according to bis wish. 

(d) By r his tactful speech he was able to allay angry 
feelings and pacify the audience. 

(e) Yon must consider your position carefully before 
yon take a decisive step m any enterprise after 
which there is no turning back. 

(/) It is not prudent to make a bargain"wben yon are 
not m a position or are m a difficult position to 
do so, 

(?) Croesus was the king of Lydia and was said to be 
vei 7 rich. The word has now come to be used 

' for a wealthy man. “He is a wealthy man in 
modem time.” 

(A) Death draws no distinction between a king and a 
beggar. Both are mad of dust and are returned 
to dust They are made equal by death. (*) 

(*) It is an ironical definition of the word 'patron . 
He is described to be one who does not lend any 
support to a man when be is in difficulty but 
makes a lavish offer of bis help when it is not 
needed. 




m 


ESGL18H COMPOSITION 


Question .— Explain the meaning of 

(<J Are you content to make a virtue of necessity 1 

», 

(it) Where ignorance is bliss,' tis folly to be wise. 
(tit) The loud laugh that spoke the vacant mind. 

‘ (tv) The boast of heraldry, the pomp of power. 


(i) Are you ready, while doing what you cannot 
help doing, to let it seem a, good action done 
of your own free will. 

(») If you are taking an advantage and other 
people do not know about it you should carry 
on your pursuit without informing them. 
Let deeping dogs lie, 

(hi) Heal pleasure can he felt by a man whose 
heart is not burdened with worries and 

anxieties. - 1 


(iv) Those who boast of decent from noble ancestors 
and those who attain position of power and 
splendour. T 

_ Question. — Re-wri te in plain English so as fo bring out 
the full meaning 

(а) Stone walls do not a prison make, 

Nor iron bars a cage. 

(б) The practical ' business of the Society will he 
conducted by the Executive Committee .or Council , 
five to form a quorum 

(c) One touch of nature makes the whole world kin. 
id) Discretion is the better part of valour. 


(c) Are you content to make a virtue of necessity 1 

of n ^ a ) ■k* nan who loves freedom is not afraid 

am rporoo’- ^ !S ore ^ or hberty cannot he suppressed by 

ani repressive measures, • 

^. e Executive Committee or Council will he 
‘ocuity C * 0r carrym B on 'the practical business of the 


I 
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Incpder .to conduct the prooeedhigB of the Executive 
Committee W'is necessity, that 5 members of the Executive 
Committee may hfe present at a meeting. "Sometimes a 
committee^’ composed’ 'of a large number. 1 of members and 
as it is difficult 'for all the members, to be ptesent in a meet- 
ing one of the bye-laws of every society provides that a cer- 
tain number of members of the committee ‘should be present 
and form a quorum morderlthat the 'proceeding of meeting- 
ing may become valid and binding upon the other members. 

(/>)• It is nature which makes a man realise his relation- 
ship with other men, may he be of any colour, caste or 
creed 

The touch of nature which makes the whole world km 
is found by the traveller under all oircumstanoes and he 
learns to understand others by seeing their snrroundmg, way 
of life and the influence that bear upon it. 

(d) The chief excellence? of bravery lies m prudence. 

Follow the following sentence .— 

The Deputy Collector was non-plussed and thinking that 
discretion is the better part of valour vanished. 

(e) Are you ready, while doing what yon cannot help 
doing, to let it seem a good action done of your own free will 

Miscellaneous Questions. 

i i j mn >< i' r t 

Question.— Give a single word for each of the following 
definitions (o) Quite certain to happen, (6) Unable to bear 
■with opinions different from one's own’s own’, ‘(c) A post of 
profit or honour with no duties attached to it ; (d) Conscien- 
tious, even In ' small matters , (e) Having no like or equal or 
parallel, (/) 1 A man who keeps ' very strict discipline , (j) A 
person free from national limitations , (h) The unravelling 
of the complications m the plot of a play, novel, etc («) To 
determine from symptoms the nature of a disease 

Answer— (a) Inevitable, (i)Tntollerant ,' (c) Sinecure, 

(dll Scrupulous , (e) Unparalleled, (/)' Disciplinarian, (p) 
Cosmopolitan (h) Denouement , (i) Diagnose ) 

Qmslton — Rewrite the following dialogue in continuous 
narrative in reported speech throughout 

I said to All Effendi, ‘| If we are to savo these people 
we must get back the cattle that have been driven away, 

1 and. their bed and bedding 
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“Effendi,” he replied, "Your are asking theirhpoesibl 
We do not even know who has , stolen the thing ; neithi 
can we tell which cow or which sheep belongs to this perso 
or to that. As for the bedding that they have taken away 
that is easily disguised.” “ But ”, he continued, “I have beei 
ordered to do ]ust as you command me. Whatever you say 
that I shall do at your instruction ” 

Answer.— I said to AliEffendi that if we were to save 
those people must get back the cattle that had been driven 
away and their bed and bedding. Addressing me by name 
he replied that I was asking the impossible. None of us 
know who had stolen the things ; neither could any of us 
tell which cow or which sheep belonged to which person. 
As for the bedding that they had taken away, he was of the 
opinion, that was easily disguised. 'But continuing his 
speech, he added, that he had been ordered to do as I 
commanded to him jind so whatever I said, he would do at 
my instruction. 


PRECIS WRITING 

Qufs'ron — Give in your own words the substance of 
the following reported speech, reducing it to about one-third 
of its present length 


" Mr. Darcy and I ” said Mr. Wickham,'”, are not on 
friendly terms, and it always gives me pain to meet him. H's 
father. Miss Bennet, the late Mr. Darcy, was one of the best 
men that ever breathed, and the truest friend I ever had ; 
and I can never be in company with-this Mr. Darcy without 

being grieved to the soul by a thousand tender reoollec- 
tionB. 


queathed me the neS prescnX f th\ Wl °^ am > 

gift Ho was my godfather and ° f th ® beSt J 1V ? ng ln 

tome. I cannot do justice ex0essivel y attached 

provide for me amplv, and thmnrUti? k ’ n< ^ n ® ss - He meant to 
11« i™« foil, it ™ ” h,d d °“ “ ; b "‘ wh “' 

”Go6d heavens” i rrinri m: , - . 

he 1 How could his will "hut how could that 

ttek legal redress 1" disregarded ? Why did not you 
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“There was such an informality in the terms of the 
bequest as to give me no hope from law. A man of honour 
could not have - doubted the intention, but Mr. Darcy cho3e 
to doubt it, and to assert that 1 -had forfeited all claim to it 
by extrayagance, imprudence, m short, anything or nothing. 
Certain it' is that the living became vaca,nt two years ago, 
exactly as I was of an age to hold it, and that it was given 
to . another man ; , and no less certain is it, that I cannot 
accuse myself of having really done anything to deserve 
to lose it. I have a warm, unguarded temper, and I may 
perhaps have sometimes spoken my opinion of him and to 
him too , freely. I can recall nothing worse But the fact 
is that we are very different sort of men and that he hates 
me.” 

“This is quite shocking t He deserve to be publicly 
disgraced.” " 1 

* > * * , 

“Some time or other he will be but it shall not be by 
me.” . 


“ Till I can forget his father,' I can never defy or expose 

him ” •< i ' ■ 

"Elizabeth honoured him for such feelings and thought 
him handsomer than i ver as he expressed them 11 


“But what.” said she, after a pause, “can have been 
his motive * What can have induced him to behave so 
, cruelly t” ) " ‘ ‘ 

i “ A thorough determined diBlike of me a dislike which 
J cannot but attribute in some measure to jealousy Had 
the late Mr . Darcy liked me less, his son might have 
borne with me better , * but his father’s uncommon attachment 
to me irritated him, I beheve, very early in life « not 
a temper to bear the sort of competition m which we stood 
the sort of preference which was often given me 

Elizabeth was again deep in “godson, ^the 

exclaimed, “To' treat in BUch a maM f ave added> 

friend, the favourite of his father! countenance may 

“A young man, too, like y™;, ^ ^ contended herself 
vouch for your being amiable , . , his own com- 

■with — “And one, too, who had PfSther as I think you 
panion from childhbood, connected together, 

said, in the closest manner.’ 
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Answer:— 

Mr. Wickham’s Disappointment 

Mr. Wickham related to Miss Elizabeth Bennet the 
reasons for his estrangement from Mr. Daroy. He told her 
that he need to be a great favourite of Mr. Darcy’s late 
father, who during his lifetime treated him with very great 
kindness and bequeathed him the presentation of the best 
living m his gift. Mr. Darcy, did not, however, carry out 
his father’s eltear intehtion and did not appoint Mr. Wickham 
to the living when it fell vacant. A technical flow in the 
will precluded Mr Wickham from asserting his claim legally 
to the bequest. Moreover, the memory cherished by him of 
the, late. Mr. Darcy’s affection towards him would not 
permit him to speak ill of his son in publio. Mr. Wickham 1 
further said that Mr. Darcy intensely disliked him, because 
he waB piqued at his father’s marked partiality for Mr. 
Wickham. 


i Elizabeth who inwardly , admired Mr. Wickham for his 
handsome appearance and magnanimity, expressed her indig- 
nant disapproval of Mr. Darcy’s conduct. 

Question ■ Write a precis of the following passage . — 

, . wd J k® surprised at hearing from a stranger. Mo 
introduction has, nor in all probability ever will authorize 
that which common thinkers would call a liberty ; it is, how- 
ever, a liberty which, although not sanctioned by custom, 
is so far from being reprobated by reason, that the dearest 
mterests of mankind imperiously demand that a certain 
quette of fashion should no longer keep “man at a distance 

commum a cat.on r of Seek 8 *""* “ betWen the fre ° 

lias been used to excite in me 
accustomed to no m admiration. I have been used 

ccustomed to consider him a luminary too dazz ling for the 

my^oJe£Tr dB . hlm - 1 ***** sliest period of 
share, on t0 

delighted to contemplate ^ 1 ^ 

at thc^ScS^emotons which Vi? BOt b6 surp , rised 
and jour duelling I had an?!!.! 1 leamed 3‘ 0Ur existence 

the honourable dead I had fel? ^'°f , namo 111 .the list of 
' 1 had felt regret that the glory of your 
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being had passed from this earth of ours. It is not so ; you 
still live, and, I firmly believe, are still planning the welfare of 
main kind. 

I have but just entered on the scene of human opera- 
tions: yet my feelings and my reasonings correspond with 
what yours were. , My course has been short, but eventful. 

I have seen much of human prejudice, suffered much from 
human persecution, yet I see no reason hence mferable which 
should alter my wishes for their renovation. The ill-treatment 
I have , met with has more than ever impressed the truth of 
my principles on my judgment. I am young, I am ardent 
in the cause of philanthropy and truth ; do not suppose that 
this is vanity; I am not conscious that it influences this 
portraiture, I imagine myself dispassionately describing the 
state of my mind. I am young , you have gone — before me 
I doubt not, are a veteran to me in the years of persecution. 
Is, it, strange that, defying prejudice as I have done, I should 
outstep the limits of custom’s prescription; and endeavour to 
make my desire useful by a friendship with William Godwin ! 

I pf ay you 'to answer this letter. Imperfect as may be 
my capacity, my desire is ardent and unintermitted. Half 
an hour would be at least humanely employed in the experi- 
ment I may mistake your residence; certain feelings,, of 
which I may be an inadequate arbiter, may mduce you to 
desire concealment ; I may not, in fine, have an answer to 
this letter If I do not, when I come to London,. I shall seek 
for you. I am conVmoed I could represent myself to you in 
such terms as not to be thought wholly unworthy of your 
friendship , ‘at least, if desire for universal happiness has any 
claim upon your preference, that desire I can exhibit. Adieu 1 
I shall earnestly await your answer. 

/ 

Precis 

' The writer, in his letter to Mr. Godwin, stated that he 
had taken the liberty to write to him though he was a stranger 
to him, because he thought that the etiquette of custom 
should not prevent free communication of intellect between 
man and man. He liked Mr Godwin’s principles and admired 
him and had a desire to share his intellect He had taken 
him as dead, but it surprised him to know of his existence 

He had started life only very shortly, but his feelings 
and ideals were not different from those oi Mr. Godwin. He 
had suffered from human persecution like him, yet he still 
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believed -in their uplift in philanthropy and truth. He was 
seeking friendship of Mr. Godwin 'against customary etiquette 
because he was a veteran to him. The writer admitted that 
though his capacity might be msufficieht, his desire was sincere 
He might not perhaps receive a reply because Mr. 1 Godwin 
might like to conceal his whereabouts. He would, however, 
seek for him m London and would show him that he was not 
unworthy of his friendship because of their common desire for 
universal happiness - - 

Question . — Write a precis of the following passage : — 

Before I pass to a review of your business, there is a 
point relating to the internal organisation of the 1 Bank which 
should be of interest to shareholders. You are aware that, 
in order to maintain, as far as possible, that close .personal 
touch between the Bank and its customers, which was charac- 
teristic of the private banks from which Barolay Company 
Limited, was originally formed, we 1 adopted a system of 
decentralised control of our' country branches, 1 through Local 
Boards. Subsequent amalgamations, which furnished us with 
branches in other parts of the country, did not in every case 
provide the means of establishing immediately this method 
of control, but we have gradually filled the gaps by the 
creation of new Local Head Offices^ and I am pleased to say 
that, with the formation, a few weeks ago, of a local Head Office 
at Swansea to control the branches in West Wales, our net- 
work of Local District is now complete. The system is also 
applied, in a limited degree to London, whore we have three 
Local Head Offices representing the old private banking firms 
of Barclay Bevan, Tntton & Company, Ranson Bouverie & 
Company, and Gosling and Sharpe, in Lombard Street, 
Pall Mall East, and Fleet Street, respectively This system 
provides for the administration on all but major matters by 
Local Directors aud District Managers possessing local 
knowledge and an understanding of the problems of their 
respective areas, and 1 am convinced that it is of great value 
both to the Bank and to its customers. We enjoy the advan- 
tage of having members of our Board who are also Local 
Directors and as such are in daily touch with the affairs of the 
Bank in one or other of our Local Districts. 

The twelve months covered by our accounts a year 

made memorable by the Coronation of our King and Queen— 
have been eventful m many respects The year has been 
industrial production in this country and employment of 
insured workers raised to record high levels, an improvement 
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in the position of the special areas, advancing wages and 
company profits, and rising internal and external trade. It 
has not been, however, without its anxieties, which, as the 
months have passed, may have served to cause some diminu- 
tion m that confidence which has carried us through five 
years of recovery The political outlook abroad has remained 
clouded, and the situation has been distuibed by the conti- 
nuance of civil war m Spam and by the outbreak of hostilities 
in the Far East between China and Japan 

'In the .United States of America, there has been a 
definite decline m business activity, v hich, m view of the 
economic importance of that country, must be taken into 
account m considering the prospects for world trade. It 
would appear, however, that the reasons underlying much 
of the recession in business on the pther side of the Atlantic 
have been domestic rather than international, and in so far 
as the remedy lies in the hands of the United States, it is 
to be hoped that lost confidence will soon be regamed, and 
the private enterprise will be encouraged to exercise its 
influence towards the betterment of trade m that country, 
which is so important a factor in world prosperity.. 

The trade is good in the United Kingdom at the 
moment, no one will deny All the evidence we have goes 
to show that this is indisputably the case. But the very 
existence of this satisfactory state of things causes some 
people, unwilling to count their blessings, to look with 
unwholesome persistence for the “Slump” which they 
feel must of necessity be round the corner We should 
have a proper Sense of values That bad times follow 
good is common knowledge, and trade charts, with their 
peaks and depressions, supply evidence of this but, as the 

stage is set to-day and 'it is a different setting fiom that 

of 1929 — there is little justification for undue concern We 
must count ourselves fortunate that we, m this country, 
have a measure of general prosperity which is by no means 
universal ' But no country can prosper m isolation, and every 
effort would, therefore, be made to widen the circle of 
well being, so that all nations may share m the improvement 
which scientific and technical developments have made 
possible In accepting with proper appreciation and thank- 
/ fulness, the condition ot affairs at home, we must not bo 
unmindful of the part played by our Government, which 
tlirough its administration of our national finances, its trade 
negotiations, and its contacts with industry, has done 
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much to restore confidence to tlie trading community , for 
confidence is the breath of life to business, and its absence 
produces that state of hesitation and half heartedness which 
lowers the general system, and has a paralysing effect on 
all enterprise. v 

Whatever the future may hold, we may safely say that 
on balance we are in a stronger position to meet any changes 
which may cause fluctuations in the level of prosperity than 
se were only a few years ago.' Taking all the various 
factors into 'consideration, therefore, we may regard the 
year 1937 as one of further progress, and this is j effected 
in the accoun ts which have been submitted to you and to 
which I now propose to refer in some detail. 

Piecis 

In the annual report of the Barclay’s Bank for the 
year 1937, the Chairman stated that as regards its internal 
organisation, the bank from its very formation, had adopted 
a system of decentralised control of country branches 
through local boards in order to maintain personal touch 
with their customers. It was, however, not possible to 
extend immediately the same system to other branches 
which were acquired by subsequent amalgamation. New 
local head offices were, therefore, established to fill up the 
gap and with the opening of ,a local Head Office at Swansea, 
the organisation was made complete. The isame system 
was also applied to London, where they had three local 
Heal Offices. The Bystem of administration of all but 
major matters by, persons with local knowledge and of 
having on the Board the local Directors was advantageous 
both to the Bank and the customers. 

The year under review which was made memorable by 
the Coronation of their Majesties witnessed an abound 
improvement m trade and industry. . ifhe confidence was, 
however, diminished on account of ti>e political situation 
arising from the bpan-sh Civil War and the. outbreak of 
hostilities between Japan and China. 

In tho U. S A trade declined, r mainly bccau o of' 
domestic reasons but it might be hoped that confidence 
would bo restored, leading to improvement in trade which 
i l an important factor m world prosperity. 
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Trade in U K was good at the time, but some people 
felt that on the analogy of 1929, the slump was inevitable 
This anxiety was, however, unwarranted because the condi 
tions then differed from those m 1929. The people of 
TJ K were more fortunate than those of other , countries 
enjoymg prosperity, but it was desirable to widen its sphere. 
The recovery was in- no small extent due to the wise 
admmistratiou of national finance by the Government. 

On the whole, the year 1937 was one of further pro- 
gress and this was reflected in the account /of the Barclay’s 
Bank for the year under review. 


END 





